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‘B Family Dollar Stores, Inc.

At the heart of Family Dollar’s mission is
the determination to provide exceptional
value to the people who are the most
important to us — our Shareholders, our
Customers and our Associates.

The Cooler Initiative: Our stores provide value and convenience to
our Customers through an expanded food assortment, which includes
refrigerated coolers for those frequent ‘mitk and eggs’ fill-in trips.
Offering family staples in both perishable and non-perishable foods
keeps our Customers coming back day after day.

The Urban Initiative: The Urban Initiative addresses the opportunities
and challenges of operating in urban markets. Better Customer service
and store presentation standards, a more flexible organizational structure
and improved processes drive higher financial performance, creating

value for our Shareholders, our Customers and our Associates.

The Treasure Hunt Initiative: Our Customers appreciate the tremendous
value we deliver by offering both exciting and unique Treasure Hunt items,
as well as our everyday home and family necessities that they count on.

The New Store Initiative: By expanding into new areas and increasing

our presence in existing markets, our stores provide value and

neighborhood convenience to one of the fastest growing, yet vastly

under-served consumer segments.

Our Associates: Family Dollar's most valuable asset is our team of
talented and dedicated Associates. We are committed to providing the
e N skills and development tools to allow our Associates to build not just

a job, but a career with us.

—




To Qur Shareholders

As a fellow Shareholder, this is a difficult letter to write.
While we achieved a record $5.8 billion in sales in fiscal
2005, a 10.3% increase above 2004, net income was $217.5
million, a decrease of 15.7% — our first decline in earnings
since 1995. Despite these disappointing financial results,

| am more excited than ever about our Company’s future
prospects and our ability to create value for our Customers,
for our Associates, and for you, our Shareholders.

We now operate approximately 6,000 stores, and we
believe there is ample opportunity to grow the size of our
chain to better serve our expanding customer base. New
geographical markets like California remain future growth
opportunities, and our Urban Initiative creates additional
store expansion opportunities in large metropolitan markets,
which are largely under-served by other retailers. Our target
Customer, the low and lower-middle income population,
has experienced significant growth. Over the last five years,
the number of people making less than $25,000 in annual
household income has increased more than ten percent,
and the number of families with income below the
poverty level has grown almost eight percent. Clearly,
an increasing number of people need the values that
Family Dollar offers.

As | reflect on our performance in 2005, | believe that
two factors affected our results: a challenging economic
environment and an aggressive investment agenda.

First, while our operational performance can always be
better, the economic environment for our low and lower-
middle income Customer was challenging last year.

The average cost of gasoline continued to soar in 2005,
capturing a larger share of
our Customers’ already
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strained budgets. As
energy costs increased,
our Customers had less
disposable income and
bought fewer discretionary
items. In response, we
continued to increase
the value and selection
of basic consumable
merchandise, like
perishable food, so that

we could capture a larger portion of our Customers’
limited wallet.

Second, we invested aggressively in our business to
deliver greater long-term value for our Customers, our
Associates and our Shareholders. During our 46-year
history, we have made significant investments that affected
short-term results but ultimately delivered long-term gains.
For example, in 1995, we made strategic investments
in support of our everyday low pricing strategy which
had an adverse impact on our financial resuits that year —
net income declined 7.9%. Although not as quantifiable
then, the long-term benefits are now clear: our Customers
benefited from lower prices, our Associates benefited
from less complicated merchandising strategies, and our
earnings grew at a double-digit rate in the ensuing years.

During 2005, we again made significant investments
in our business to create greater value for our Customers,
our Associates, and our Shareholders. To drive higher sales
and stronger profitability in both bullish and bearish
economic environments, we invested in four strategic
initiatives last year: the installation of refrigerated coolers
for the sale of perishable food; the Urban Initiative; our
Treasure Hunt merchandise program; and new stores.

We remain confident that these initiatives create a strong
foundation for our future growth. But that doesn’t mean
that every initiative performed equally well. in 2006, we
will increase investment in those initiatives that performed
well in 2005 to drive additional returns, and we will refine
and enhance initiatives that have not yet met our
expectations, so that we may accelerate investment for
higher returns in the future.

We are positioning Family Dollar to satisfy those fill-in
food shopping trips that our Customers make frequently. At
the beginning of 2005, we had planned to install refrigerated
coolers for the sale of perishable food in 500 stores.
However, our Customers reacted so quickly and positively to
the program that we doubled our initial plan and installed
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refrigerated coolers in about 1,000 stores last year. This year
we will expand the rollout to an additional 2,500 stores, and
by the end of 2006, more than half of our chain will have

refrigerated coolers.

In 2005, we launched our Urban Initiative in 1,200
stores to address the unique challenges of operating high-
volume stores in large metropolitan markets. The Urban
Initiative is designed to increase profitability in these
markets through investments in people, process changes
and technology, including organizational changes to
support a more mobile and flexible workforce. While
stores in the Urban Initiative experienced higher than
average sales growth and continued to be profitable, the
program did not achieve our profitability goals in 2005.
We will continue to invest in the current Urban Initiative
markets in 2006, but we will not expand the program into
new markets until we have refined processes and
generated expected results.

We experienced one of our strongest holiday seasons
ever in 2005, generating comparable store sales increases
of 5% in November and 4% in December. The addition of
exciting Treasure Hunt merchandise drove these results as
our Customers were delighted to find unexpected holiday
“"treasures” at Family Dollar. We will expand our Treasure
Hunt merchandise program in 2006 to include more
surprises for our Customers, better in-store presentations
and improved merchandise allocations to stores to drive
higher inventory turns.

In 2005, we continued our aggressive store expansion
program with the opening of 500 new stores, but the
timing of new store openings was weighted heavily toward
the end of the fiscal year, increasing costs and operational
inefficiencies. While we will maintain our commitment to
new store growth with plans to open about 400 new stores
in 2006, this slower rate of growth will allow us to focus on
building processes to support an even distribution of store
openings throughout the year. Creating a more steady flow

of new store openings will enable us to more efficiently
accelerate our growth in the future.

We continue to build our management team with
strong talent to support our growth opportunity. Some
excellent new players have joined our talented team of
seasoned veterans, and we have realigned our senior
management structure to better support our cross-
functional strategic agenda. As | assess Family Dollar
today, | believe that we have a strong, cohesive team,
and our new management alignment is having a tangible
impact on our results.

In the fourth quarter of 2005, our Board of Directors
authorized the repurchase of $300 million of the
Company’s Common Stock. In September 2005, we took
advantage of a compelling stock price and a favorable
interest rate environment to repurchase ten million shares
of Family Dollar Common Stock using proceeds of a $250
million private placement of long-term debt. The issuance
of debt when combined with the stock repurchase program
will enhance Shareholder value while continuing to
maintain a strong financial position.

Fiscal 2005 was a challenging year, but, thanks to the
hard work of all of our Associates, we made significant
progress in building the foundation upon which we intend
to increase our market share and profitability. | remain
excited about the growth opportunity that exists for our
Company, and | am confident in our ability to realize this
opportunity and deliver value to our Customers, our
Associates, and you, our Shareholders.

Uswnd R Femt

HOWARD R. LEVINE
CHAIRMAN OF THE BOARD AND CHIEF EXECUTIVE OFFICER

November 2005



Milk. Eggs. Bread. These are the basics of every
family’s pantry and are replenished more often than
any other food items. They are the core of our
expanded food strategy. While many of our
Customers make larger stock-up trips to refill their
pantries, they also fit in more than 40 trips a year to
pick up a gallon of milk or to buy more snacks for
their children’s lunches. We have expanded our food
assortment to provide Customers with more
neighborhood convenience and value for these
frequent fill-in trips.

Low and lower-middle income consumers spend a
significant portion of their limited budgets on food.
While Family Dollar doesn’t intend to be a full-service
grocery store, we will satisfy the fill-in food trip needs
of our Customers by offering a variety of ready-to-eat
and quick preparation foods for breakfast, lunch,
dinner and snack time. With limited budgets and
cabinet space, busy moms like Gloria, who need to
pick up milk and cereal for breakfast or bread and
sandwich meat for lunch, know they can count on us

for value and convenience.

The Cooler Initiative

As a result of enthusiastic and immediate Customer
response expressed through increased traffic and
sales, we accelerated our refrigerated cooler program
and installed coolers in about 1,0C0 of our stores in
2005. While some of the sales increases are a direct
result of sales of new cooler items, we have leveraged
the additional traffic to increase sales in other
departments, resulting in larger Customer purchases
that include both perishable food and other items.

In 2006, we will install refrigerated coolers in
approximately 2,500 additional stores, and by the
end of our fiscal year, we will have coolers in more
than half our chain. Ultimately, we expect to install
refrigerated coolers in almost all of our stores.
Offering everyday food necessities will keep our
Customers coming back to Family Dollar day in and

day out.
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Urban markets represent a significant opportunity

to provide under-served consumers with value and
neighborhood convenience. Two-thirds of all
consumer spending occurs in the largest 50
metropolitan markets, and inner city urban areas tend
to be the most under-served retail space. Yet, while
urban markets offer great opportunities, they also
present great operating challenges. Our stores in
urban markets serve more Customers and produce
higher sales than stores in smaller towns, creating a
greater velocity of products and people that is more
difficult to manage. Available retail space is often
older, smaller and has more restrictive delivery and
transportation conditions due to city ordinances and
physical location. Higher crime, inventory shrinkage
risks and operating costs, including labor, rent and
other expenses, make it more challenging to operate
profitably in urban markets. Despite these obstacles,
we believe the opportunities in urban markets
outweigh these challenges.

To address these challenges and drive higher
financial returns, we have developed the Urban
Initiative. The Urban Initiative is designed to improve
the consistency of customer service and operations
and drive higher financial performance through
investments in people, process changes and
technology. To respond to the fast-changing
dynamics of the urban market, we created a mobile
and flexible Store Operations organization focused on
managing by market areas, rather than operating

each store individually. Talented, experienced store

The Urban Initiative

teams drive our success in these markets, and we
have enhanced our training programs and leveraged
technology to create a pipeline of qualified urban
store management candidates in anticipation of
predicted personnel needs. We have improved store
presentation standards and customer service, and we
have implemented new loss prevention technology
and procedures to address elevated inventory
shrinkage in urban locations.

To address the higher costs inherent in operating
in urban markets, we are implementing a price
optimization strategy that enables us to provide
Customers with competitive prices on their everyday
needs but also allows us to partially offset the impact
of operating in these more expensive markets.

We are also improving our supply chain to address
the challenges of producing increased sales and
inventory turns within the limited space common in
urban stores.

In 2005, we implemented the Urban Initiative in
1,200 stores in major urban markets. While we have
increased our investment in these stores, we have
also increased the sales. The marginal contribution
of the incremental sales is now offsetting the
incremental cost, but our goal is to create even more
value for our Shareholders. In 2006, we plan to make
dynamic adjustments to the existing program to drive
further performance improvement, producing
additional value for our Shareholders, our Customers

and our Associates.
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Our Customers tell us that they need the household
items that we consistently provide at our great,
everyday low prices. But they also tell us how much
they love finding unexpected “treasures” that add
excitement and "WOW!" to their shopping trips.

While we continue to provide more value for our
Customers by adding brand name, basic consumable
merchandise to our assortment, we also are
increasing our selection of exciting Treasure Hunt
merchandise. Through opportunistic purchases and
global sourcing, our merchants are creating a steady
stream of unique and compelling values for
Customers. Fun Treasure Hunt merchandise is offered
in almost every department so that a tired mom can
put a smile on her child’s face with a new toy or her
own with a trendy knickknack to add some spark to
her living room. As you can see on the next page,
even our littlest Customers are delighted by our
merchandise, and Brock’s mom is pleased by the
great value she gets for her dollar.

Treasure Hunt merchandise affords us an additional
opportunity to improve our in-store presentation and
merchandise profitability. Our store Associates are
excited to offer their Customers an ever-changing
selection of seasonal and stylish merchandise at great
values, and our logistical specialists are improving
their ability to get the right quantities to the right
stores at the right time so we can maximize sales and
minimize markdowns. Everyday low pricing continues

to be the foundation of our merchandise and pricing

strategies. Advertising circulars help us tell our
Customers about the great everyday values in both
Treasure Hunt and basic consumable merchandise.

We began offering our Treasure Hunt merchandise
program to our Customers during the 2004 holiday
season. Our Customers responded favorably, and our
holiday sales were better than the economic
conditions would have predicted. This year, we will
build upon last year's successful holiday season by
providing additional Treasure Hunt values to keep the
Family Dollar shopping experience surprising, fresh
and compelling.

Our refrigerated cooler program and Urban
Initiative drive more traffic into our stores as
Customers seek great values on basic consumable
merchandise, which generally has low profit margins.
We intend to leverage these Customer trips by
offering exciting, unexpected "treasures” with higher
profit margins, in addition to our excellent values
offered on everyday consumables.

While the focus of our Treasure Hunt items thus far
has been fashion accessories, giftware and seasonal
merchandise, we intend to expand our Treasure Hunt
assortment into other categories to increase the total

value proposition that we offer to our Customers.
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Our small stores provide value and neighborhood
convenience to low and lower-middle income
consumers, one of the fastest growing population
segments in the U.S. During the last five years, the
number of households with annual income below
$25,000 has increased more than ten percent, and
the number of families with income below the poverty
level has grown almost eight percent. To address
this under-served population, we have aggressively
opened new stores to provide more value and
convenience to this growing customer base.

To maximize the return on our investment, we
don't place new Family Dollar stores in the first empty
lot we see or in any retail strip center with available
space. Sophisticated evaluation processes and
technology ensure that new Family Dollar stores are
advantageously located in the neighborhoods of our
Customers, providing convenient shopping for their
everyday needs. Advanced modeling techniques help
us predict which neighborhoods will provide us with
the best opportunity for sales and profitability. We
consider many variables in deciding where to locate a
store, including customer demographics and site
attributes such as traffic patterns, visibility and
accessibility, as well as the overall projected financial

return compared to the cost of the investment.

- The New Store Initiative

New stores not only increase our sales as we
serve new Customers, but also create valuable devel-
opment opportunities for Family Dollar Associates.

In fact, in 2005 many of our new store managers were
promoted from within our organization. At right, Patty,
a dedicated Family Dollar Store Manager, arranges a
festive holiday presentation to build excitement for
her Customers during Grand Opening Day at the new
store she will manage.

In 2005, we opened 500 new stores. However,
with a large number of those new stores opened in
the last two months of the fiscal year, we created
unnecessary cost and operational inefficiencies. To
create more value for our Shareholders, we will slow
our new store growth to about 400 stores in 2006
and build processes that support a more balanced
schedule of store openings. Creating a more steady
flow of new store openings will enable us to more
efficiently accelerate our growth in the future,
creating greater value for our Shareholders, our

Customers and our Associates.
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Family Dollar's Associates are our greatest
competitive advantage and our most valuable asset.
We employ more than 42,000 hard-working and
talented Associates in our stores, distribution centers
and corporate offices. But at Family Dollar, we're not
satisfied with creating and providing jobs; we're
committed to building careers. The Company’s
financial stability and growth opportunities attract top
candidates to the Company; training, defined career
paths and significant potential for advancement
keep them here.

Our success begins with recruiting. In 2005, we
created a significant number of new jobs to support
our growth. We opened 500 new stores, creating
more than 3,000 jobs primarily in the neighborhoods
where our Customers live. We opened our eighth
distribution center in Marianna, Florida, creating more
than 400 new positions, such as the one filled by
Brian in the shipping department. In 2006, with the
opening of our ninth distribution center in Rome,
New York, we will create additional career
opportunities. To support our aggressive growth
agenda, we have developed end-to-end technology
applications that have improved our recruiting,

screening and selection processes.

Qur Associates

One of our top priorities is to provide our Associates
with a compelling place to work. To achieve this
objective, we have invested in building career paths for
each position to create development choices for those
Associates who wish to grow in their careers with the
Company. Here at Family Dollar, we prefer to promote
talented Associates from within. To support these
efforts, we offer focused training and professional
development programs that allow Associates to
progress up the Family Dollar career ladder.

To attract and retain talented Associates, we
must offer equitable and competitive compensation.
During the last several years, we have partnered with
a leading compensation consultant to review and
improve our compensation programs. In 2006, we
have asked our Shareholders to approve equity-based
compensation programs that are based on pay for
performance principles. These new compensation
programs will better support our efforts to recruit and
retain talented Associates who will help us realize
Family Dollar's growth opportunity.

Our dedicated training programs, career growth
and advancement opportunities and equitable
compensation programs will help us hire and retain
talented Family Dollar Associates and will drive higher

returns for Shareholders.
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Family Dollar Stores, Inc.

Family Dollar Stores, Inc. and Subsidiaries

Financial Highlights

As of August 27, 2005

Years Ended (In thousands, except per share amounts and store data) August 27, 2005 August 28, 2004
Net sales $ 5,824,808 $ 5,281,888
Cost of sales 3,908,569 3,496,278
Gross margin 1,916,239 1,785,610
Selling, general and administrative expenses 1,573,444 1,378,948
Income before income taxes 342,795 406,662
[Income taxes 125,286 148,758
Net income $ 217,509 $ 257,904
Net income per common share — basic $ 1.30 $ 1.51
Net income per common share — diluted $ 1.30 $ 1.50
Dividends declared $ 61,538 $ 56,077
Dividends declared per common share $ 0.37 $ 0.33
Total assets $ 2,409,501 $ 2,224,361
Working capital $ 460,157 $ 489,727
Shareholders’ equity $ 1,428,066 $ 1,337,082
Comparable store sales gain 2.3% 1.9%
Stores opened 500 500
Stores closed (68) (61)
Number of stores — end of year 5,898 5,466

" Net Ineome Ber Shareheldars’ Beulty

Net Income ,

fons of dellars) - - - - Diluted Commen Share (milions of dellars)
e  (dellers) e e
» . I |
e 0 m
0 .}
0

= o
5 g8 8 LR
™02 03 4 05 ‘D1 ‘02 ‘03 ‘04 ‘0S5 ‘01 '02 ‘03 ‘04 ‘05

14




Steores and Distribution Centers

As of August 27, 2005
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Directors

Mark R. Bernstein 23*
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Parker, Poe, Adams and Bernstein
L.L.P. Attorneys at Law;

Lead Director

Sharon Allred Decker
Chief Executive Officer,
The Tapestry Group, LLC

Officers

Howard R. Levine
Chairman of the Board and
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R. James Kelly
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Chief Financial Officer and
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Robert A. George
Executive Vice President —
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Charles S. Gibson, Jr.
Executive Vice President —
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Dorlisa K. Flur

Senior Vice President —
Strategy and Business
Development

Keith M. Gehl

Senior Vice President —
Construction and Facilities
Management

Joshua R. Jewett
Senior Vice President —
Chief Information Officer

Edward C. Dolby '
President, The Edward C. Dolby
Strategic Consulting Group, LLC

Glenn A. Eisenberg '
Executive Vice President,
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Janet G. Kelley
Senior Vice President —
General Counsel and Secretary

John J. Scanlon
Senior Vice President —
Hardlines and Marketing

C. Martin Sowers
Senior Vice President — Finance

Barry W. Sullivan
Senior Vice President —
Store Operations

Elizabeth M. Austin

Vice President — Information
Technology Operations

Samuel J. Bernstein

Vice President — Marketing
Ear! C. Bonnecaze

Vice President — Store Operations
James R. Bowen

Vice President — Distribution
James W. Burns

Vice President — Transportation
Bryan P. Causey

Vice President — Planning and
Merchandise Control

Shareholder Information

Annual Meeting

The Annual Meeting of Shareholders will be held at 2:00 p.m.
at the Company's Corporate Headquarters at 10401 Monroe Road,
Matthews, North Carolina, on Thursday, January 19, 2006.

Corporate and Shareholder Information

Howard R. Levine
Chairman of the Board and
Chief Executive Officer,
Family Dollar Stores, Inc.

George R. Mahoney, Jr.
Retired, Former Executive Vice

President, Family Dollar Stores, Inc.

Mark S. Chidester

Vice President — Human
Resources, Store Operations
Ramesh Chikkala

Vice President — Store Process
Improvement

Charles D. Curry

Vice President — Real Estate,
Store Planning and Development
Allen W. Fields

Vice President — Store Operations
Eric C. Gordon

Vice President —

Business Applications

R. Dodd Haynes

Vice President — Internal Audit

Dennis A. Heskett

Vice President — Store Operations
Billy W. Jones, Jr.

Vice President — Distribution
Timothy A. Matz

Vice President — General
Merchandise Manager, Hardlines

James G. Martin "3
Corporate Vice President,
Carolinas HealthCare System

1. Audit Committee
2. Compensation Committee

3. Nominating/Corporate Governance
Committee

* Committee Chairperson

Dennis C. Merriam

Vice President —

Human Resources, Distribution
and Employee Relations
Jacob J. Modla

Assistant General Counsel —
Litigation

John R. Moffitt

Vice President — Allocation
and Replenishment

Stephen F. Phillips

Vice President — Store Operation
Richard P. Siliakus

Vice President — General
Merchandise Manager, Hardlines

Kenneth T. Smith

Vice President — Finance
Jerome G. Vickers

Vice President — Store OperationT

Michael J. Zuege
Vice President — Loss Prevention

Daylon W. Powell
Assistant Treasurer

Janice B. Burris
Assistant Secretary

Form 10-K and SEC and NYSE Certifications

A copy of the Form 10-K filed by the Company with the Securities and
Exchange Commission (the "SEC”) for fiscal 2005, which includes as
Exhibits the Chief Executive Officer and Chief Financial Officer

Independent Registered Public Accounting Firm
PricewaterhouseCoopers LLP
Charlotte, North Carolina 28202

Transfer Agent and Registrar

Mellon Investor Services LLC

480 Washington Boulevard

Jersey City, New Jersey 07310

1-800-676-0868; 1-800-231-5469 (for hearing impaired);
1-201-329-8660 (for foreign shareholders)
www.melloninvestor.com

Certifications required to be filed with the SEC pursuant to Section 302
of the Sarbanes-Oxley Act, may be obtained by shareholders without
charge upon written request to Janice B. Burris, Assistant Secretary, at
the Corporate Headquarters. The Form 10-K is also available on Family
Dollar's website at www.familydollar.com. The Company has filed with
the New York Stock Exchange (the “NYSE”) the Certification of its Chief
Executive Officer confirming that the Company has complied with the
NYSE corporate governance listing standards.




TO THE SHAREHOLDERS:

The Annual Meeting of Shareholders of Family Dollar Stores, Inc. (the “Company™ will be held at
2:00 p.m. on Thursday, January 19, 2006, at the office of the Company at 10401 Monroe Road, Matthews,
North Carolina 28201-1017, for the following purposes:

(D To elect a Board of seven directors;
2) To consider and vote upon a proposal to adopt the Family Dollar Stores, Inc. 2006 Incentive
Plan;

3 To ratify the action of the Audit Committee of the Board of Directors in appointing
PricewaterhouseCoopers LLP as independent registered public accountants to audit the
consolidated financial statements of the Company and its subsidiaries for the current fiscal
year; and

4) To transact such other business as may properly come before the Annual Meeting or any
adjournments thereof.

The Board of Directors has fixed the close of business on November 22, 2005, as the record date for
the determination of Shareholders entitled to notice of and to vote at the Annual Meeting or any adjournments
thereof. The voting list of Shareholders will be available for inspection in accordance with the Company’s
Bylaws at the Company’s office at 10401 Monroe Road, Matthews, North Carolina, at least ten days prior
to the Annual Meeting.

Each Shareholder who does not plan to attend the Annual Meeting is requested to sign, date and
return the accompanying proxy card in the enclosed postage-paid return envelope. Alternatively,
Shareholders may vote by touch-tone telephone by calling the toll-free number printed on the proxy card and
following the recorded instructions. In addition, Shareholders may vote through the internet by visiting
www.proxyvote.com and following the online instructions. Shareholders will need the control number that
appears on the enclosed proxy card when voting by telephone or through the internet.

By Order of the Board of Directors

5,,,,,&.74%&

JANET G. KELLEY
Senior Vice President
General Counsel and Secretary

Matthews, North Carolina
November 30, 2005




FAMILY DOLLAR STORES, INC.
Post Office Box 1017
Charloette, North Carolina 28201-1017

PROXY STATEMENT

This Proxy Statement is furnished to the holders of the Common Stock (the “Common Stock™) of Family
Dollar Stores, Inc. (the “Company™) in connection with the solicitation, on behalf of the Board of Directors of the
Company, of proxies to be voted at the Annual Meeting of Shareholders to be held on January 19, 2006, or any
adjournments thereof (the “Annual Meeting”). This Proxy Statement and the enclosed proxy were first sent to
Shareholders on or about November 30, 2005.

The enclosed proxy is for use at the Annual Meeting if the Shareholder will not attend in person. Any
Shareholder giving a proxy may revoke it at any time before it is exercised by delivering written notice of such
revocation to the Secretary of the Company or by attending the Annual Meeting and voting. All shares represented
by valid proxies received pursuant to this solicitation and not revoked before they are exercised will be voted in
the manner specified therein. Unless you indicate otherwise on your proxy card, the proxies will be voted FOR:

1. The election to the Board of Directors of the seven nominees named in the Proxy Statement (Proposal No. 1);

2. The proposal to approve the Family Dollar Stores, Inc. 2006 Incentive Plan (the “2006 Plan™) (Proposal
No. 2); and

3. The ratification of the action of the Audit Committee of the Board of Directors in appointing
PricewaterhouseCoopers LLP as independent registered public accountants to audit the consolidated
financial statements of the Company and its subsidiaries for the current fiscal year (Proposal No. 3).

The presence, in person or by proxy, of the holders of a majority of the shares entitled to vote is necessary
for a quorum at the Annual Meeting. Directors are elected by a plurality of the votes of shares present in person
or represented by proxy at the Annual Meeting. The approval of the 2006 Plan requires the affirmative vote of a
majority of shares entitled to vote on the proposal and present or represented by proxy at the Annual Meeting.
In addition, to satisfy requirements of the New York Stock Exchange (“NYSE”), the 2006 Plan must be approved
by a majority of the votes cast, and the total votes cast must represent over fifty percent (50%) of all outstand-
ing Common Stock. The ratification of the appointment of PricewaterhouseCoopers LLP requires the affirma-
tive vote of a majority of shares entitled to vote on the proposal and present or represented by proxy at the Annual
Meeting,

Abstentions will be counted for the purpose of determining the existence of a quorum and will have the same
effect as a negative vote on matters other than the election of directors. Abstentions are not relevant to the elec-
tion of directors. If a nominee holding shares for a beneficial owner indicates on the proxy that it does not have
discretionary authority as to certain shares to vote on a particular matter or otherwise does not vote such shares
(a “broker non-vote™), those shares will not be considered present and entitled to vote with respect to that matter,
but will be counted for the purpose of determining the existence of a quorum. For the purpose of the NYSE
requirement that the total votes cast on the proposal to approve the 2006 Plan be over fifty percent (50%) of all
outstanding shares, abstentions will count as a negative vote cast but broker non-votes will not.




The cost of soliciting proxies for the Annual Meeting will be borne by the Company. Directors, officers and
employees of the Company may solicit proxies personally or by mail, telephone or facsimile. In addition, arrange-
ments may be made with brokerage firms, banks and other custodians, nominees and fiduciaries to send proxy
material to their principals. The Company will reimburse these institutions for their reasonable costs in doing so.
Though the Company has no such plans at this time, the Company may subsequently decide to retain a profes-
sional proxy solicitation service, the cost of which would be borne by the Company.

Only the record holders of Common Stock at the close of business on November 22, 2005, will be entitled to
vote at the Annual Meeting. On such date, 155,265,413 shares of Common Stock were outstanding and
Shareholders will be entitled to one vote for each share held.

PROPOSAL NO. 1
ELECTION OF DIRECTORS

At the Annual Meeting, seven directors are to be elected to serve until the next annual meeting of
Shareholders or until their respective successors are elected and qualified. The number of directors is established
by the Board of Directors pursuant to the Company’s Bylaws. Votes cast pursuant to the enclosed proxy will be
cast for the election of the seven nominees named below unless authority is withheld. All seven nominees are now
members of the Board of Directors. If for any reason any nominee shall not be a candidate for election as a direc-
tor at the Annual Meeting (an event that is not now anticipated), the enclosed proxy will be voted for such sub-
stitute as shall be designated by the Board of Directors.

The Board of Directors met four times and acted by unanimous written consent in lieu of meeting on one
occasion during the fiscal year ended August 27, 2005 (“fiscal 2005”). Each director attended all of the meetings
of the Board and the Committees on which he or she served. Pursuant to Corporate Governance Guidelines adopt-
ed by the Board, Board members are expected to attend Board meetings on a regular basis and to attend the
Annual Meeting of Shareholders. All of the nominees for election (who constituted the entire Board) attended the
Company’s last annual meeting.

The following information is furnished with respect to the seven nominees. The Board of Directors has deter-
mined that each of the nominees, other than Messrs. Levine and Mahoney, are independent directors within the
meaning of the NYSE listing standards.

Mark R. Bernstein, age 75, has served as a director since 1980. He is Of Counsel with the law firm of Parker,
Poe, Adams & Bernstein L.L.P. Prior to his January 2002 retirement, he was a partner in the law firm for more
than the preceding five years. Mr. Bernstein was elected as the Lead Director of the Board of Directors in August
2004. He is the Chairman of the Nominating/Corporate Governance Committee and a member of the
Compensation Committee.

Sharon Allred Decker, age 48, has served as a director since 1999. Mrs. Decker has been the CEO of The
Tapestry Group, LLC, a consulting, communications and marketing firm since September 2004. From April 2003
to August 2004, she was President of The Tanner Companies, a manufacturer and retailer of apparel. From August
1999 to March 2003, she was President of Doncaster, a division of The Tanner Companies. Doncaster is a direct
sales organization selling a high-end line of women’s apparel. From January 1997 to July 1999, she was President
and Chief Executive Officer of The Lynnwood Foundation, which created and now manages a conference facili-
ty and leadership institute. Mrs. Decker also is a director of Coca-Cola Bottling Co. Consolidated. Mrs. Decker
serves on the Compensation and the Nominating/Corporate Governance Committees.




Edward C. Dolby, age 60, has served as a director since 2003. He has been the President of The Edward C.
Dolby Strategic Consulting Group, LLC since September 2002, when he established the company to engage in
business consulting. Prior to his retirement in December 2001, Mr. Dolby was employed by Bank of America
Corporation for 32 years, where his positions included President of the North Carolina and South Carolina
Consumer and Commercial Bank. Mr. Dolby is a member of the Audit Committee.

Glenn A. Eisenberg, age 44, has served as a director since 2002. He is the Executive Vice President - Finance
and Administration of The Timken Company, a position he has held since January 2002. The Timken Company
is an international manufacturer of highly engineered bearings and alloy steels and a provider of related products
and services. From 1990 to 2001, Mr. Eisenberg was employed by United Dominion Industries, an international
manufacturer of proprietary engineered products, where he held various positions, including President and Chief
Operating Officer from December 1999 to May 2001. He is also a director of Alpha Natural Resources, Inc. Mr.
Eisenberg is the Chairman of the Audit Committee and the Board of Directors has determined that he is an “audit
committee financial expert,” as defined by the applicable rules of the Securities and Exchange Commission (the
“SEC™).

Howard R. Levine, age 46, has served as a director since 1997. He was employed by the Company in various
capacities in the Merchandising Department from 1981-1987, including employment as Senior Vice President —
Merchandising and Advertising. From 1988 to 1992, Mr. Levine was President of Best Price Clothing Stores, Inc.,
a chain of ladies’ apparel stores. From 1992 to April 1996, he was self-employed as an investment manager. He
rejoined the Company in April 1996, and was elected Vice President-General Merchandise Manager: Softlines in
April 1996, Senior Vice President-Merchandising and Advertising in September 1996, President and Chief
Operating Officer in April 1997, Chief Executive Officer in August 1998, and Chairman of the Board in January
2003. Mr. Levine is the son of Leon Levine, the former Chairman of the Board and founder of the Company, who
retired in January 2003.

George R. Mahoney, Jr,, age 63, has served as a director since 1987. He was employed by the Company as
General Counsel in 1976 and served as the Executive Vice President, General Counsel and Secretary of the
Company from 1991 until his retirement in May 2005,

James G. Martin, age 69, has served as a director since 1996. He has been associated with the Carolinas
HealthCare System since January 1993, where he currently serves as a Corporate Vice President. He served as
Governor of the State of North Carolina from 1985 to 1992 and was a member of the United States House of
Representatives, representing the Ninth District of North Carolina, from 1973 until 1984, Dr. Martin is also a
director of Duke Energy Corporation and Palomar Medical Technologies, Inc. Dr. Martin also serves as Chairman
of the Board of aaiPharma, Inc., which is currently reorganizing pursuant to Chapter 11 of the federal bankrupt-
cy code. Dr. Martin serves on the Audit, Compensation and Nominating/Corporate Governance Committees and
is the Chairman of the Compensation Committee.

Compensation of Directors

Directors who are not employees of the Company are paid $3,500 for each Board meeting attended and $750
for each Audit, Compensation and Nominating/Corporate Governance Committee meeting attended. The
Chairman of the Audit Committee receives an additional $500 per meeting and the Chairman of each of the
Compensation and Nominating/Corporate Governance Committees receive an additional $250 per meeting.
Effective as of July 1, 2005, the Lead Director of the Board receives an additional annual cash retainer of $12,000.
Pursuant to the Family Dollar 2000 Outside Directors Plan (the “Directors Stock Plan™), non-employee directors
also receive an annual grant of shares of the Company’s Common Stock with a fair market value at the time of



the grant of $20,000. The Board of Directors believes that the payment of a portion of the directors’ fees in the
form of an annual grant of shares of the Company’s Common Stock supports the alignment of the directors’ inter-
ests with the interests of the Company’s Shareholders. Each of the current independent directors received a grant
of 617 shares of Common Stock upon their re-election as directors in January 2005. In accordance with the
Directors Stock Plan, Mr. Mahoney received a pro-rata grant of Common Stock equal to 510 shares upon his
retirement in May 2005. Non-employee directors are required to maintain a level of equity interest in the
Company equal to at least one-half of the cumulative number of shares of Common Stock of the Company awarded
under the Directors Stock Plan since August 2004. The Company encourages, but does not require, that directors
maintain an equity interest in the Company in excess of such minimum amounts. Finally, non-employee directors
are reimbursed for reasonable expenses incurred by them in connection with attendance at Board and related func-
tions. Directors who are employees of the Company receive no compensation for their Board service.

Recommendation of the Board of Directors
The Board of Directors recommends that the Shareholders vote FOR the election of each of the nominees.

CORPORATE GOVERNANCE MATTERS AND
COMMITTEES OF THE BOARD OF DIRECTORS

Pursuant to the Company’s Bylaws, the Board of Directors has established three standing committees: the
Audit, Compensation and Nominating/Corporate Governance Committees. The Board of Directors has adopted
Corporate Governance Guidelines that require a majority of the Board members and all members of each of the
Company’s Audit, Compensation and Nominating/Corporate Governance Committees to be independent, as
defined by the NYSE listing standards. The Board has determined, after a review of the relationships between and
among each of the directors, the Company and its officers, that all members of the Board, other than Messrs.
Levine and Mahoney, and all members of the Board’s current standing Committees are independent. Mark R.
Bemstein, the Lead Director of the Company, was a partner in the law firm of Parker, Poe, Adams & Bernstein
L.L.P. until his retirement in January 2002, and currently is Of Counsel to the law firm. Prior to fiscal 2005, the
Company had paid legal fees to the law firm for legal services. The Board of Directors has considered the rela-
tionship of Mr. Bernstein and the law firm to the Company. Based on the fact that the law firm did not provide
legal advice to the Company in fiscal 2005, and is not expected to provide such advice to the Company in the
future; the nominal amounts paid by the Company to the law firm in prior fiscal years; the small percentage of
these payments relative to the total revenues of the law firm; and the retirement of Mr. Bemstein from the law
firm, the Board of Directors has determined that Mr. Bemnstein qualifies as an independent director.

The Charters of the Audit, Compensation, and Nominating/Corporate Governance Committees, the
Company’s Corporate Governance Guidelines, and the Company’s Codes of Conduct applicable to its officers,
directors and employees are available on the Company’s website at www.familydollar.com under the tab
“Investors-Corporate Governance” and are available in print to Shareholders upon request to the Company.




The principal functions of each of the Company’s Board Committees, their members and the number of meet-
ings held in fiscal 2005 are set forth beiow:

Committee Name

and Members

Audit
Eisenberg*
Dolby
Martin

Compensation
Martin*
Bemstein
Decker

Nominating/

Corporate

Governance
Bernstein*
Decker
Martin

*Chairman of the Committee

Committee Number of Meetings
Functions In Fiscal 2005
Assist the Board of Directors in fulfilling its 9

responsibilities with respect to oversight of:
(1) the integrity of the Company’s financial statements;
(ii)) the Company’s compliance with legal and regulatory
requirements;
(iii) the independent anditor’s qualifications and independence; and
(iv) the performance of the Company’s internal audit function
and independent auditors.
Perform such other functions and duties as are set forth in the Charter

Evaluate and recommend compensation for selected senior 6
executive officers of the Company

Establish the compensation of the Chairman of the Board and the CEO

Oversee the Company’s equity compensation plans

Evaluate and review the Company’s overall compensation and

benefit structure, including the review and approval of pre-tax

earnings goals and payment of bonuses under the Company’s Incentive

Profit Sharing Plan

Perform such other functions and duties as are set forth in the Charter

Identify and recommend to the Board individuals to fill vacant 3
Board positions and/or nominees for election as directors at the

Annual Meeting of Shareholders

Review the structure, independence and composition of the Board

and its Committees and the Committee charters and make
recommendations to the Board

Evaluate the performance of the Board and Committees and report
findings to the Board

Review and recommend to the Board plans for the succession of the
Company’s CEQ and other senior executive officers, as necessary
Develop (with Company management) director orientation programs
Nominate for Board approval the Chairman and the Lead Director, if
applicable, and make recommendations to the Board regarding their
respective roles

Review and make recommendations as provided in the Company’s Codes
of Business Conduct

Evaluate and make recommendations to the Board regarding shareholder
proposals

Recommend to the Board and oversee the implementation of sound
corporate governance principles and practices

Perform such other functions and duties as are set forth in the Charter

Nominees for Election as Directors

The Nominating/Corporate Governance Committee considers nominees proposed by Shareholders of the
Company. As provided in the Company’s Corporate Governance Guidelines, the Nominating/Corporate
Governance Committee will seek Board candidates who possess and have exhibited integrity in business and




personal affairs and whose professional experiences will assist the Board in performing its duties. The
Nominating/Corporate Governance Committee has not established any specific, minimum qualifications for
potential nominees. The Nominating/Corporate Governance Committee’s process for evaluating nominees for
director will not differ based on whether the nominee is recommended by a Shareholder. To recommend a
prospective nominee for the Committee’s consideration, Shareholders should submit the candidate’s name and
qualifications, in writing, to the Company’s Secretary at the following address: Family Dollar Stores, Inc.,
Attention: Secretary, P.O. Box 1017, Charlotte, NC 28201-1017. Any such submission must be accompanied by
the written consent of the proposed nominee to serve as a director if elected. The Nominating/Corporate
Govermnance Committee will extend invitations on behalf of the Company to join the Board of Directors or to be
nominated for election as a director.

Communication with the Board of Directors

Shareholders may communicate with the Board of Directors, the Lead Director or the independent directors
as a group by sending correspondence addressed to the applicable party to: Board of Directors, Family Dollar
Stores, Inc., P.O. Box 1017, Charlotte, NC 28201-1017, or by sending an email addressed to Board@familydol-
lar.com. Pursuant to procedures approved by the independent members of the Board of Directors, all such corre-
spondence related to the Board’s duties and responsibilities will be reviewed by the Company’s General Counsel
and forwarded to the Lead Director or summarized in periodic reports to the Lead Director. All such correspon-
dence will be available to any of the directors upon request.

Report of the Audit Committee of the Board of Directors

During fiscal 2005, Glenn A. Eisenberg served as Chairman of the Audit Committee of the Board of
Directors. Members of the Audit Committee during fiscal 2005 included James G. Martin and Edward C. Dolby.
The Board of Directors has determined that all members of the Audit Committee are independent and are finan-
cially literate as required by the NYSE listing standards, and that Mr. Eisenberg is an “audit committee financial
expert,” as defined by the SEC guidelines, and has accounting or related financial management expertise, as
required by the NYSE’s listing requirements.

The Audit Committee has reviewed and discussed the audited financial statements of the Company for fiscal
2005 with the Company’s management. The Audit Committee has discussed with PricewaterhouseCoopers LLP
(“PwC”), the Company’s independent registered public accountants, the matters required to be discussed by
Statement on Auditing Standards No. 61 (Communications with Audit Committees), as amended by Statement on
Auditing Standards No. 90 (Audit Committee Communications).

The Audit Committee has also received the written disclosures and the letter from PwC required by
Independence Standards Board Standard No. 1 (Independence Discussions with Audit Committees), and has dis-
cussed the independence of PwC with that firm.

Based on the Audit Committee’s review and the discussions noted above, the Audit Committee recommend-
ed to the Board of Directors that the Company’s audited financial statements be included in the Company’s

Annual Report on Form 10-K for fiscat 2005 for filing with the SEC.

This report is submitted by Glenn A. Eisenberg, Chairman, Edward C. Dolby and James G. Martin.




EXECUTIVE COMPENSATION
Summary Compensation Table

The following table sets forth information concerning the compensation during fiscal years 2005, 2004 and
2003 for the Company's Chief Executive Officer, the four other most highly compensated executive officers who
served in such capacities as of the end of fiscal 2005, and two other officers who would have been among the
Company’s most highly compensated executive officers but for the fact that such officers were no longer
employed by the Company at the end of fiscal 2005 (collectively, the “Named Executive Officers”).

Annual Compensation

Securities All Other
Name and Fiscal Salary Bonus Other Annual Underlying Compen-
Principal Position Year (3)(1) (8)(1)(2)  Compensation(8)(3) Options(#)(4)  sation (8)(5)

Howard R. Levine 2005 728,409 0 45,370 200,000 26,150
Chairman of the Board 2004 726,794 445,525 55,350 200,000 23,810
and Chief Executive 2003 700,000 483,000 ~ 175,000 20,215
Executive Officer (6)

R. James Kelly 2005 462,977 0 - 110,000 20,850
Viee Chairman, 2004 462,323 170,042 - 110,000 19,427
Chief Financial and 2003 450,000 207,000 - 100,000 14,714
Administrative Officer

Charles S. Gibson, Jr. 2005 277,640 0 - 60,000 15,931
Executive Vice 2004 266,602 83,713 - 60,000 15,399
President — Supply 2003 247,694 78,024 ~ 50,000 6,428
Chain (7)

Janet G. Kelley
Senior Vice President ~ 2005 262,390 0 ~ 45,000 16,813
General Counsel and 2004 184,728 64,655 - 40,000 65,745
Secretary (8)

Irving Neger 2005 263,025 0 - 30,000 15,834
Former Senior Vice 2004 256,986 55,252 - 40,000 15,339
President ~Softlines (9) 2003 244,231 71,560 - 45,000 5,901

R. David Alexander, Jr. 2005 403,409 0 - 110,000 18,748
Former President and 2004 402,179 147,921 - 110,000 18,754
Chief Operating 2003 368,539 169,528 - 100,000 15,160
Officer (10)

George R. Mahoney, Ir. 2005 307,050 0 - 60,000 17,421
Former Executive Vice 2004 336,718 105,729 - 95,000 16,776
President — General 2003 323,076 118,595 - 85,000 14,651
Counsel and
Secretary (11)

(1) Includes amounts deferred by certain of the Named Executive Officers pursuant to the Family Dollar Compensation Deferral
Plan (the “Deferred Compensation Plan™).
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Amounts earned under the Company’s Incentive Profit Sharing Plan for the stated fiscal year but paid after the close of that
fiscal year.

Reflects the incremental cost to the Company of Mr. Levine’s personal use of Company aircraft. No other Named Executive
Officer received perquisites or other personal benefits, other than those benefits generally available to all Company employ-
ees, or as set forth under the column “All Other Compensation.”

Stock options were granted pursuant to the Family Dollar Stores, Inc. 1989 Non-Qualified Stock Option Plan (the “1989
Plan™).

Includes the Company’s payment of annual premiums for each of the Named Executive Officers for fiscal 2005 in the amount
of: (1) $781 for the provision of short term disability insurance coverage and (i) $5,952 for the Medical Expense
Reimbursement Plan. Also includes premiums paid in fiscal 2005 for personal umbrella liability insurance coverage for
Howard R. Levine in the amount of $6,338, for Charles S. Gibson, Jr., in the amount of $453, for R. David Alexander, Jr., in
the amount of $778 and for George R. Mahoney, Jr., in the amount of $678. Also includes $52,856 in customary relocation
expenses for which Ms. Kelley was reimbursed in fiscal 2004. Also includes Company contributions to the 401(k) plan, pre-
miums for term life insurance (including accidental death and dismemberment coverage) and premiums paid for executive dis-
ability insurance coverage (program began in fiscal 2004), all in the amounts as set forth in the following table for fiscal 2005.

Name 401 (%) Term Life Insurance Executive Disability Long Term Disability
Howard R. Levine $3,150 $2,520 $4,589 $2,820
R. James Kelly 3,150 2,333 5814 2,820
Charles S. Gibson, Jr. 3,175 1,399 1,561 2,610
Janet G. Kelley 4,399 1,322 1,893 2,466
Irving Neger 3,126 1,326 2,177 2,472
R. David Alexander, Jr. 3,492 2,033 2,892 2,820
George R. Mahoney, Jr. 2,200 1,514 3,467 2,820

Q)
<

®

)

10)

(11)

Mr. Levine was elected Chairman of the Board in January 2003.
Mr. Gibson was elected Executive Vice President — Supply Chain in September 2003.

Ms. Kelley joined the Company during the 2004 fiscal year as Senior Vice President and Senior Counsel and was promoted
in May 2005 to Senior Vice President, General Counsel and Secretary.

Mr. Neger’s employment with the Company terminated on October 20, 2005.

Mr. Alexander served as President and Chief Operating Officer from January 2003 until his resignation from the Company on
August 4, 2005. A portion of Mr. Alexander’s fiscal 2005 salary includes regular salary payments made after Mr. Alexander’s
resignation pursuant to Mr. Alexander’s Employment Agreement with the Company. See “Employment Agreements and Other

Contracts,” below.

Mr. Mahoney retired from the Company in May 2005.

Option Grants During the Fiscal Year Ended August 27, 2005

The following table sets forth all options to acquire shares of the Company's Common Stock granted during

fiscal 2005 to the Named Executive Officers. The potential realizable value amounts shown in the table are the
values that might be realized upon exercise of options immediately prior to the expiration of their term based on
arbitrarily assumed annualized rates of appreciation in the price of the Company's Common Stock of five percent

and

ten percent over the term of the options, as set forth in the rules of the SEC. Actual gains, if any, on stock

option exercises are dependent on the future performance of the Common Stock. There can be no assurance that
the potential realizable values shown in the table will be achieved.

‘—



Name

Howard R. Levine

R. James Kelly
Charles S. Gibson, Jr.
Janet G. Kelley

Irving Neger (2)
R. David Alexander, Jr. (3)
George R. Mahoney, Jr. (4)

Individual Grants(1)

Number of
Securities
Underlying
Options
Granted

200,000
110,000
60,000
20,000
25,000
30,000
110,000
60,000

Percent of
Total Options
Granted to Exercise or
Employees in Base Expiration
Fiscal Year Prices (8/5h) Date
9.5 27.00 10/04/09
52 27.00 10/04/09
28 27.00 10/04/09
0.9 27.00 10/04/09
1.2 32.25 03/06/10
14 27.00 10/04/09
5.2 27.00 10/04/09
2.8 27.00 10/04/09

Potential Realizable
Value At Assumed
Annual Rates of

Stock Price

5%(3) 10%(8)

1,491,920 3,296,754

820,556 1,813,215

447,576 989,026

149,192 329,675

222,752 492,224

Q 0
0 0
447,576 989,026

(1) Stock options were granted pursuant to the 1989 Plan. The exercise price for each option is the fair market value per share of
Common Stock on the date of the grant. Options vest in increments of 40% on the second anniversary of the grant date and an
additional 30% on each of the third and fourth grant date anniversaries. See "Report of the Compensation Committee of the

Board of Directors on Executive Compensation” for a description of other material terms of the 1989 Plan.

(2) Pursuant to the 1989 Plan, the unvested options granted to Mr. Neger in fiscal 2005 have been cancelled as a result of the ter-
mination of his employment with the Company.

(3) Pursuant to the 1989 Plan, the unvested options granted to Mr. Alexander in fiscal 2005 have been cancelled as a result of his
resignation from the Company.

(4) Pursuant to the 1989 Plan, as amended with the approval of Shareholders in January 2005, certain options granted to qualify-
ing retirees, including those granted to Mr. Mahoney, continue to vest in accordance with their original vesting schedule, as
described in footnote (1) above.

Option Exercises and Fiscal Year-End Values

The following table sets forth all options exercised during fiscal 2005 by the Named Executive Officers, and
the number and value of unexercised options held by such executive officers at fiscal year-end.

Shares

Value

Number of Securities
Underlying Unexercised

Value of Unexercised
In-the-Money

Acquived on Realized Options at FY-End(#) Options at FY-End(8)(2)
Name Exercise(#) ($)(1) Exercisable Unexercisable Exercisable Unexercisable
Howard R, Levine 225,000 1,546,250 375,000 350,000 0 0
R. James Kelly 75,000 349,300 209,500 195,500 0 0
Charles S. Gibson, Jr. 25,000 392,750 104,500 100,500 0 0
Irving Neger 50,000 343,000 75,500 64,500 0 0
Janet G. Kelley 0 0 0 85,000 0 0
R. David Alexander, Jr. 75,000 252,000 74,000 25,500 0 0
George R. Mahoney, Jr. 110,000 634,200 178,000 132,000 0 0

(1) The value realized is calculated based on the difference between the option exercise price and the closing market price of the
Company's Common Stock on the date prior to the date of the exercise multiplied by the number of shares exercised.

(2) The value of unexercised options is calculated based on the difference between the option exercise price and the closing price

of the Company's Common Stock, as reported on the NYSE Composite tape on August 26, 2005, of $20.24.
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Equity Compensation Plan Information

The following table provides information with respect to the shares of the Company's Common Stock that
may be issued under the 1989 Plan and the Directors Stock Plan, which are the only equity compensation plans
that the Company currently maintains, as of August 27, 2005,

(a} Number of (c) Number of Securities
Securities to be Remaining Available
Issued Upon Exercise (b) Weighted Average for Future Issuance
Of Outstanding Options Exercise Price of Under Equity
Plan Category Warrants and Rights (1) Outstanding Options Compensation Plans (2)
Equity Compensation
Plans Approved by
Shareholders 6,061,592 $30.44/share 4,287,297

(1) Consists of shares issuable upon exercise of options granted under the 1989 Plan.

(2) Consists of 4,216,338 shares available for awards of options under the 1989 Plan and 70,959 shares available to be granted
under the Directors Stock Plan.

Employment Agreements and Other Contracts

The Company has entered into Employment Agreements with the Chairman of the Board and CEO Howard
R. Levine; Vice Chairman, Chief Financial and Administrative Officer R. James Kelly; and Executive Vice
President Charles S. Gibson, Jr. The Employment Agreements each provide for a one-year rolling term, which
automatically extends each month for an additional month; provided, that either party may terminate the extensions
by written notice to the other party. The Employment Agreements provide for a weekly base salary, subject to annu-
al review by the Board, and for participation in the Company’s Incentive Profit Sharing Plan. Subject to certain
terms and conditions contained therein, the Employment Agreements provide that the Company will pay severance
of one year’s base salary if the Company terminates the Agreement prior to its expiration; provided that such ter-
mination is not for Cause or a result of Medical Disability (as defined in the Employment Agreements). The
Employment Agreements also provide for payments of pro-rata bonus amounts under the Company’s Incentive
Profit Sharing Plan upon a termination that is not for Cause. The Employment Agreements prohibit the officers
from engaging in activities that compete with the Company (with the definition of competitive companies for such
purpose being narrower in scope in Mr. Gibson’s agreement) and from soliciting employees of the Company for
one year after the termination of their respective agreements, regardless of the reason for termination.

On August 2, 2005, R. David Alexander, Jr. resigned as President and Chief Operating Officer of the
Company effective August 4, 2005. In connection with such resignation, the Company and Mr. Alexander entered
into a written letter agreement dated August 2, 2005 (the “Letter Agreement”) which reaffirmed key provisions
of Mr. Alexander’s Employment Agreement with the Company, dated August 25, 2000 (as amended from time-
to-time), including a one year covenant not to compete with the Company for or on behalf of any Competitive
Company (as such term is defined in the Employment Agreement). The Letter Agreement also provided for the
payment of Mr. Alexander’s regular salary for the 26 week period directly following his resignation, provided,
that if Mr. Alexander accepts or begins other employment in any capacity prior to February 3, 2006, any unpaid
balance of such severance as of the date of such new employment shall be eliminated or reduced by the monthly
remuneration and compensation from his new employment. Mr. Alexander received no additional termination or
severance benefits other than those set forth in the Letter Agreement, the Employment Agreement and those ben-
efits generally available to all Company employees under various Company plans.
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Pursuant to a Letter Agreement dated July 31, 2000, between the Company and Irving Neger, Mr. Neger is
entitled to receive three months base salary as a result of his termination from the Company. This severance
arrangement was reaffirmed in a Separation Benefit Agreement and Release of Claims dated November 1, 2005,
between the Company and Mr. Neger. Mr. Neger will also receive a pro-rata award of performance shares pur-
suant to the 2006 Plan, provided that the Plan is approved by the Shareholders. Aside from these performance
shares, the severance payments described above, and the benefits generally available to all Company employees
under various Company plans, Mr. Neger will not receive any additional termination or severance benefits.

Presently, no other executive officer of the Company is party to an employment agreement with the
Company, except that the Company has entered into an employment agreement with Robert A. George, Executive
Vice President — Merchandising, on substantially the same terms and conditions as the Employment Agreement
with Charles S. Gibson, Jr.

REPORT OF THE COMPENSATION COMMITTEE OF THE BOARD OF DIRECTORS
ON EXECUTIVE COMPENSATION

The Compensation Committee of the Board of Directors administers the Company’s compensation programs
for its executive officers. During fiscal 2005, the Compensation Committee was composed of Mark R. Bernstein,
Sharon Allred Decker and James G. Martin, none of whom are eligible to receive options under the 1989 Plan.
The objectives of the Company's executive compensation program are to provide a competitive total compensa-
tion package that enables the Company to attract and retain key executives and to offer compensation opportuni-
ties that are directly related to the annual and long-term performance of the Company. The Company seeks to link
a significant portion of compensation to the Company's performance so that executive officers will have a strong
incentive to meet the Company's goals and so their compensation will be aligned with the interests of the
Company's Shareholders. With these objectives, the compensation of executive officers has historically consist-
ed primarily of (i) a base salary; (ii) annual incentive compensation in the form of a bonus based on the achieve-
ment of a pre-tax earnings goal and the executive's contributions to meeting that goal; and (iii) long-term incen-
tive compensation in the form of stock options. The Committee has retained and received the advice of a com-
pensation consultant, Hay Group, Inc., with respect to the establishment of the compensation of certain of the
Company’s senior executive officers and the implementation of new compensation programs, as discussed below
under “Proposal No. 2 — Approval of 2006 Incentive Plan.” Tally sheets setting forth all compensation compo-
nents for each Named Executive Officer were prepared for, and reviewed by the Committee in connection with
the Committee’s consideration of fiscal 2006 executive compensation packages. The Compensation Committee
believes that the total compensation packages offered to its executive officers are reasonable and competitive.

Executive officers participate with other employees in the Company’s 401(k) Plan and in the Deferred
Compensation Plan, which is available to certain members of Company management. Under the Deferred
Compensation Plan, eligible employees may defer receipt of a portion of their base salary and/or bonus earned
under the Incentive Profit Sharing Plan. Amounts deferred under the Plan may be invested in a limited number of
actual market-based investment choices selected by the participants, although the participants do not have an
interest in any actual trust assets or other Company property set aside in their name. The Company does not con-
tribute to, guarantee or supplement any returns under the Deferred Compensation Plan. As of the end of fiscal
2005, 49 employees, including six executive officers, were participants in the Deferred Compensation Plan, and
the aggregate amount credited under the Plan was $4,211,691.

Base Salary. The Compensation Committee reviews and approves the compensation of all officers at the level

of Executive Vice President and above, and of all Named Executive Officers. In addition, the Compensation
Committee annually reviews the compensation of all officers at the level of Senior Vice President and above. In
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determining the salary level of each executive, the Compensation Committee takes into consideration the respon-
sibilities, experience and performance of the executives, their contributions to the Company's operating perform-
ance (including the achievement of pre-tax earnings goals), and competitive salary practices of other companies,
including comparable companies in the retail industry.

Incentive Profit Sharing Plan. The Compensation Committee also reviews and approves a pre-tax earnings
goal established by the Company each fiscal year under the Company's Incentive Profit Sharing Plan. This Plan
provides for payments, not to exceed 5% of the Company's consolidated earnings before income taxes and before
deducting payments under the Plan or any other incentive compensation arrangement, to executive officers and
other supervisory personnel if such earnings goal is achieved. The amount of the bonus is based on a percentage
of the employee's base salary, and for executive officers the percentage ranges from 35% to 100%. The percent-
age 1s higher for more senior executive officers as a greater portion of senior executives' compensation is tied to
the achievement of pre-tax earnings goals. In the event the pre-tax earnings goal is exceeded, the amount of the
bonus increases by 2% for each 1% by which the goal is exceeded, to a maximum of 50% additional bonus for
exceeding the goal by 25%. If the pre-tax earnings goal is not achieved, the amount of the bonus decreases by 5%
for each 1% by which the goal is not achieved, with no bonus being paid if pre-tax earnings are below 90% of
the goal.

Except for the Chairman of the Board and CEO and the Vice Chairman and Chief Financial and
Administrative Officer, the annual individual performance rating of each executive officer by that officer's super-
visor may increase or decrease the amount of bonus paid. The performance rating is based on a variety of crite-
ria, including the effectiveness of the officers in executing their managerial responsibilities and their impact on
the financial results of the Company (such as sales, pre-tax earnings and Shareholders' return on average equity).
The Compensation Committee reviews and approves the payment of bonuses under the Incentive Profit Sharing
Plan. No bonus was earned under the Incentive Profit Sharing Plan for fiscal 2005 as the Company failed to meet
the pre-established net earnings goals. See “Executive Compensation - Summary Compensation Table” above.

Stock Options. To further link management’s compensation to its performance in creating value for
Shareholders, as evidenced by increases in the Company's stock price, executive officers may receive grants of
stock options, typically on an annual basis. The Compensation Committee is responsible for the oversight of the
stock option plan. In determining the number of options to be granted, the Compensation Committee considers
the executive's base salary, level of responsibility and annual individual performance, as well as the number of
options granted in prior years. Under the 1989 Plan, the exercise price for each option is the fair market value per
share of Common Stock on the date of the grant. Fair market value per share is the average of the highest price
and lowest price at which the Common Stock is sold regular way on the NYSE on the date of the grant. Options
have a term of five years and may not be exercised for at least two years from the date of the grant. Thereafter,
each option becomes exercisable in cumulative installments of not more than 40% of the number of shares sub-
ject to the option after two years, 70% after three years and 100% after four years. Such vesting schedule encour-
ages executives to remain in the employ of the Company. With limited exceptions, no option is exercisable unless
the optionee has been continuously employed by the Company from the date of grant to the date of exercise. As
a result of the amendment to the 1989 Plan, which amendment was approved by the Shareholders at last year’s
annual meeting, the options of qualifying retirees continue to vest and the retirees may, following their retirement,
exercise certain options granted prior to retirement so long as they comply with the 1989 Plan requirements.

During fiscal 2003, the Company redesigned its long-term incentive compensation program effective for the
fiscal year ending August 26, 2006 (“fiscal 2006™), and subsequent fiscal years. Under the new program, the
Company intends to provide long-term incentive compensation through a combination of stock options and cer-
tain performance share rights to be granted under a new incentive plan, subject to Shareholder approval. See
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“Proposal No. 2 — Approval of 2006 Plan.” The Common Stock subject to performance share rights will be award-
ed only if the Company meets certain performance levels during defined performance periods of up to three fis-
cal years. The Compensation Committee believes that awarding a balanced mix of stock options and performance
share rights will further enhance the pay-for-performance objective of the Company’s overall compensation phi-
losophy, while reducing the Company’s dependence on stock option grants as a major component of compensa-
tion packages.

Compensation of Chief Executive Officer. The base salary of the Chief Executive Officer is established by
the Compensation Committee annually based on consideration of the same general factors described above for
the determination of other executive officers’ base salaries. The Compensation Committee also considers the
value of any other benefits provided to the Chief Executive Officer. For both fiscal 2005 and fiscal 2006, Mr.
Levine’s base salary was established at $725,000.

The incentive compensation element of the Chief Executive Officer’s compensation is based on the
Company's achievement of its pre-tax earnings goal. Under the Company's Incentive Profit Sharing Plan, Mr.
Levine’s bonus was based on 100% of his base salary for fiscal 2005 and is based on the same percentage of his
base salary for fiscal 2006. The amount of the bonus may increase or decrease based on the level of pre-tax eam-
ings in the manner described above with respect to the bonus for other executive officers. For fiscal 2005, no
bonus was paid to Mr. Levine under the Incentive Profit Sharing Plan as the Company failed to achieve the pre-
tax earnings goal.

In determining Mr. Levine’s base salary and bonus percentage, the Compensation Committee also considered
options he received under the 1989 Plan. As described under the heading “Option Grants During the Fiscal Year
Ended August 27, 2005,” Mr. Levine received options to purchase 200,000 shares in October 2004. In September
2005, Mr. Levine was granted options to purchase 150,000 shares and, subject to Shareholder approval of the
2006 Plan, was awarded 37,500 performance share rights with a three year performance period and 12,500 per-
formance share rights with a one-year performance period. See “Proposal No. 2 — Approval of 2006 Plan.” The
Compensation Committee also considered that the Company’s only retirement plan or similar benefit for the Chief
Executive Officer or any other executive officers to which the Company contributes is a 401(k) Plan.

Deductibility of Compensation. Section 162(m) of the Internal Revenue Code (the “Code”) provides that pub-
licly held companies may not deduct in any taxable year compensation in excess of $1 million paid to the Chief
Executive Officer or any of the four other highest paid executive officers which is not “performance-based,” as
defined in Section 162(m). The Shareholders have approved both the 1989 Plan and the Incentive Profit Sharing
Plan for the purpose of preserving the future deductibility of all compensation paid under said Plans. The
Compensation Committee fully considers Section 162(m) when determining executive compensation packages
and the Company believes that all applicable executive officer compensation paid in fiscal 2005 met the
deductibility requirements of Section 162(m).

This report is submitted by Mark R. Bernstein, Sharon Allred Decker and James G. Martin as the members
of the Compensation Committee.
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STOCK PERFORMANCE GRAPH

The following graph sets forth the yearly percentage change in the cumulative total shareholder return on the
Company's Common Stock during the five fiscal years ended August 27, 2005, compared with the cumulative
total returns of the S&P 500 Index and the S&P General Merchandise Stores Index. The comparison assumes that
$100 was invested in the Company’s Common Stock on August 26, 2000, and, in each of the foregoing indices
on August 31, 2000, and that dividends were reinvested.

COMPARISON OF 5 YEAR CUMULATIVE TOTAL RETURN
Among Family Dollar Stores, Inc., the S & P 500 Index
and the S & P General Merchandise Stores Index
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OWNERSHIP OF THE COMPANY’S SECURITIES
Ownership by Directors and Officers
The following table sets forth, for each director of the Company, each of the Named Executive Officers, and

all executive officers and directors as a group, the number of shares beneficially owned and the percent of
Common Stock so owned, all as of November 1, 2005:

Amount and
Nature of Beneficial Percent of
Name Ownership (#)(1) Common Stock

Mark R. Bernstein 15,621(2) *
Sharon Allred Decker 1,813 *
Edward C. Dolby 2,304 *
Glenn A. Eisenberg 1,904 *
Howard R. Levine 10,306,816(3) 6.6%
George R. Mahoney, Jr. 609,922 *
James G. Martin 3,186 *

R. James Kelly 488,000 *
Charles S. Gibson, Jr. 142,000 *
Janet G. Kelley 200 *
Irving Neger 97,616 *

R. David Alexander, Jr. 119,500 *

All Executive Officers and 11,978,985 7.7

Directors of the Company
as a Group (16 persons)

* Less than one percent.

(1) All shares are held with sole voting and investment power, except that Mr, Levine does not have voting or investment power
with respect to 6,512,395 shares held in irrevocable trusts for his benefit by Bank of America, N.A., as Trustee, as set forth in
note (2) below. These numbers include shares for which the following persons have the right to acquire beneficial ownership,
as of November 1, 2005, or within 60 days thereafter, pursuant to the exercise of stock options: (i) Mr. Levine — 472,500 shares;
(ii) Mr. Mahoney — 141,500 shares; (iii) Mr. Kelly ~ 265,000 shares; (iv) Mr. Gibson — 130,000 shares (v) Mr. Neger — 92,000
shares; (vi) Mr. Alexander — 99,500 shares; and (vii) all executive officers and directors as a group — 1,278,500 shares. These
numbers also include certain options that are vested as a result of the Company’s stock option acceleration program, as further
described on the Company’s Form 8-K report filed with the SEC on August 24, 2005.

(2) These numbers include 10,660 shares held under the Parker, Poe, Adams & Bernstein L.L.P. Profit Sharing Plan, but do not
include 18,250 shares owned by Mr. Bernstein’s wife. Mr. Bernstein disclaims beneficial ownership of the shares owned by his
wife,

(3) These numbers include 6,512,395 shares included in the table “Ownership by Others,” which appears below as being held in
irrevocable trusts for the benefit of Mr. Levine by Bank of America, N.A. as Trustee. They do not include 187,284 shares list-
ed in said table which are held in irrevocable trusts for the benefit of Mr. Levine’s child by Bank of America, N.A. as Trustee,
or 1,025 shares owned by Mr. Levine’s wife. Mr. Levine disclaims beneficial ownership of the shares owned by his wife.
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The Company believes that its executive officers should hold a relevant equity interest in the Company.
Consequently, the Board has recently adopted stock ownership guidelines for all officers of the Company who
hold the position of Vice-President or above. Under these guidelines, those officers are expected to achieve own-
ership of the Company’s Common Stock valued at a multiple of the officer’s annual base compensation, ranging
from one times salary for Vice Presidents to five times salary for the Chief Executive Officer. Pending achieve-
ment of these ownership goals, officers will be required to retain 25% of the net value (after the exercise price of
any options and after applicable taxes) of any equity award.

Ownership by Others
Based on filings with the SEC and other information, the Company believes that, as of the dates set forth

below, the following additional Sharcholders beneficially owned more than 5% of the Company’s Common
Stock:

Amount and
Nature of Beneficial Percent of
Name and Address Ownership (%) Common Stock (1)
Bank of America Corporation 15,075,907(2) 9.7%
100 North Tryon Street
Charlotte, North Carolina 28255
T. Rowe Price Associates, Inc. 11,915,246(3) 7.7%

100 E. Pratt Street
Baltimore, MD 21202

(1) Based on the number of shares of Common Stock owned by each Shareholder as set forth above and the Company’s outstand-
ing Common Stock as of November 1, 2005.

(2) Based on the Schedule 13G filed by Bank of America Corporation and its affiliates, as of December 31, 2004, 14,580,044 of
such shares were held with shared voting power and 14,944,135 of such shares were held with shared dispositive power by
Bank of America Corporation; 14,316,832 of such shares were held with shared voting power and 14,667,328 of such shares
were held with shared dispositive power by NB Holdings Corporation; 14,162,219 of such shares were held with sole voting
power, 113,521 of such shares were held with shared voting power, 14,532,664 of such shares were held with sole dispositive
power and 93,572 of such shares were held with shared dispositive power by Bank of America, N.A.; 88,577 of such shares
were held with sole voting and dispositive power by Banc of America Capital Management, LLC; 41,092 of such shares were
held with shared voting and dispositive power by NationsBank Montgomery Holdings Corporation; 41,092 of such shares were
held with sole voting and dispositive power by Bank of America Securities, LLC; 240,190 of such shares were held with sole
voting power, 23,022 of such shares were held with shared voting power, 193,654 of such shares were held with sole disposi-
tive power and 83,153 of such shares were held with shared dispositive power by Fleet National Bank; 22,762 of such shares
were held with shared voting and dispositive power by Columbia Management Group, Inc.; and 22,762 of such shares were
held with sole voting and dispositive power by Columbia Management Advisors, Inc. These shares include 6,512,395 shares
held in trusts for the benefit of Mr. Levine, as noted in “Ownership by Directors and Officers,” above.

(3) Based solely on the Schedule 13G filed by T. Rowe Price Associates, Inc. as of December 31, 2004, all of the shares listed above
were held with sole power to dispose and 2,138,149 of such shares were held with sole power to vote.

RELATED TRANSACTIONS

During fiscal 2005, the Company purchased apparel for use by the Company’s store associates and other mer-
chandise, at a cost of $1,210,790, from a company owned by Eric Lerner, Howard R. Levine’s brother-in-law. The
Company expects to engage in similar transactions during fiscal 2006. The Company believes that these pur-
chases were made on terms comparable to those that would be obtained in independent arms-length transactions
with unrelated parties.
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Pursuant to a Retirement Agreement dated as of September 30, 2002, between the Company and Mr. Leon
Levine, the former Chairman of the Board of the Company and the father of Howard R. Levine, the Company
provides certain office space to Mr. Leon Levine (or, in the event of his death, to his wife) and to certain of his
assistants and/or advisors; continuing health care coverage for Mr. Leon Levine and certain of his family mem-
bers; Company-paid personal liability umbrella insurance coverage; and use of the Company’s airplanes for up to
30 hours per year. The Company accrued approximately $1,285,000 in fiscal 2002 for the total value of these ben-
efits to be received over the term of the Agreement.

PROPOSAL NO. 2
APPROVAL OF 2006 INCENTIVE PLAN

The Board of Directors has adopted, subject to and effective upon Shareholder approval, the Family Dollar
Stores, Inc. 2006 Incentive Plan (the “2006 Plan™). The Board of Directors recommends that the Shareholders
approve the 2006 Plan in order to provide greater flexibility in developing equity awards that promote the
Company’s compensation philosophy and to allow the Company to continue to deduct certain payments made to
executive officers of the Company under the federal tax laws, as discussed below. If the Shareholders approve the
2006 Plan, it will replace the 1989 Plan and no additional awards will be made under the 1989 Plan.

Reasons for the 2006 Plan

The Compensation Committee’s philosophy is that the Company should provide competitive compensation
packages to its employees that are designed to promote the success and enhance the value of the Company by
linking the personal interests of employees, officers, directors and consultants of the Company to those of
Company Shareholders by providing such persons with an incentive for outstanding performance, and by linking
that performance to compensation. See “Report of the Compensation Committee of the Board of Directors on
Executive Compensation.” The provisions of the 2006 Plan will enable the Company to offer employees equity
awards that are intended to more closely align pay with performance while continuing to align the interests of the
employees with Shareholders through the ownership of stock. The 1989 Plan limited awards to non-qualified
stock option grants and, therefore, limited the Company’s flexibility in developing such equity award programs.

Description of 2006 Plan

A summary of the 2006 Plan appears below. This summary is qualified in its entirety by reference to the text
of the 2006 Plan, a copy of which is attached to this Proxy Statement as Exhibit I.

General. The 2006 Plan is an “omnibus” plan that provides for a variety of cash and/or equity and equity-
based award vehicles, including stock options, performance shares, stock appreciation rights, restricted stock,
restricted stock units and other stock or cash-based awards. The 2006 Plan is designed to provide the Company
flexibility in the implementation of its equity compensation programs. Shareholder approval of the 2006 Plan will
also allow the Compensation Committee to continue to grant awards that qualify as “performance-based” com-
pensation under Code Section 162(m), preserving the Company’s tax deduction for such compensation. If the
2006 Plan is approved by the Shareholders at the Annual Meeting, the 2006 Plan will become effective that same
day and will expire on the tenth anniversary of such approval, and no further awards will be made under the 1989
Plan or the Incentive Profit Sharing Plan.

Administration. The 2006 Plan will be administered by the Compensation Committee of the Board (the “Plan
Committee”) or, at the discretion of the Board from time to time, the 2006 Plan may be administered by the Board.
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The Plan Committee has, with certain limitations, the exclusive power to, among other things, establish the design
of awards, determine performance measures, grant awards, designate participants, determine the type or types of
awards to be granted to each participant and to determine the terms and conditions of any award granted under
the 2006 Plan. To the extent permitted by applicable law, the Plan Committee may delegate its authority to any
individual or committee of individuals.

Eligibility for Participation. Any employee, officer, consultant or director of the Company or its subsidiaries
or affiliates may be selected to receive awards under the 2006 Plan, subject to certain limitations on the grant of
incentive stock options. The Company expects that approximately 200-300 people, including the Company’s cur-
rent seven executive officers, will receive awards under the 2006 Plan each year. The 2006 Plan provides that the
Company’s directors are eligible for awards under the Plan. However, the Company awards stock to the directors
under the Outside Directors Stock Plan (see “Compensation of Directors™) and does not currently expect to make
awards to directors under the 2006 Plan.

Types of Awards. The 2006 Plan provides for the grant of cash awards, stock options (“Options™) (including
both incentive stock options (“ISOs™) and nonqualified stock options (“NQSOs™)), stock appreciation rights
(“SARs”), Performance Awards (including “performance share rights” as described below), Restricted Stock and
Restricted Stock Units, Deferred Stock Units and Dividend and Interest Equivalents, each of which are briefly
described below. Reference is made to the text of the 2006 Plan for a complete description of each of the above
award types.

Options. Both ISOs and NQSOs may be granted under the 2006 Plan. The exercise price for Options under
the 2006 Plan cannot be less than the fair market value at the grant date and no Option may have a term beyond
10 years. ISOs are subject to further restrictive provisions as set forth in the 2006 Plan, and no more than five mil-
lion ISOs may be granted under the 2006 Plan. All other terms and conditions will be established by the Plan
Committee.

Stock Appreciation Rights. SARs may be granted on terms established by the Plan Committee, provided that
the grant price of SARs cannot be less than the fair market value at the grant date. Upon the exercise of SARs,
the participating employee will receive cash or Common Stock equal to the difference between the fair market
value at the exercise date and the fair market value at the grant date.

Performance Awards. The Company may grant rights to receive Performance Shares, Performance Units or
Performance-Based Cash Awards based upon the achievement of performance goals and on such terms and con-
ditions as may be selected by the Plan Committee, including the establishment of various performance goals, as
discussed below.

Restricted Stock. Restricted stock awards may be made on such terms as the Plan Committee establishes,
including provisions for vesting based on employment and/or upon the achievement of performance goals.

Deferred Stock Units. The 2006 Plan provides that the Company may grant Deferred Stock Units, which enti-
tle a participant to receive shares of Common Stock (or the equivalent value in cash or other property) at a future
time.

Dividend Interest Equivalents. The Plan authorizes the grant of Dividend Interest Equivalents, which entitle

a participant to receive payments equal in value to the cash dividends that would have been paid for all or a por-
tion of the number of shares, subject to any hypothetically outstanding shares.
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Other Awards. The 2006 Plan authorizes other cash and/or stock-based awards on the terms and conditions
established by the Plan Committee.

Available Shares. The aggregate number of shares of Common Stock available under the Plan will be
12,000,000. After the cancellation of shares available under the 1989 Plan, this will result in a net increase of
roughly 7.7 million shares. Shares subject to awards that are canceled, terminated, expire, are forfeited or lapse
for any reason will again be available for issuance under the 2006 Plan. Shares subject to awards settled in cash
will also be available for issuance under the Plan. The number of shares available under the Plan will be adjust-
ed in the event of corporate events or transactions involving the Company such as a stock dividend, stock split,
extraordinary cash dividend, recapitalization, reorganization, merger, consolidation, split-up, spin-off, combina-
tion or exchange of shares, and the Plan Committee may make appropriate adjustments to outstanding awards to
reflect such transactions.

Internal Revenue Code Section 162(m). Section 162(m) of the Code generally places a $1 million annual limit
on a company’s tax deduction for compensation paid to the chief executive officer and the four most highly com-
pensated officers, referred to as the “covered individuals.” This limitation does not apply, however, to “qualified
performance-based compensation.” Because Options or SARs granted under the 2006 Plan must have an exercise
price equal to at least fair market value at the date of grant, are granted to covered individuals by a compensation
committee consisting of at least two outside directors, and because the 2006 Plan limits the number of shares that
may be the subject of awards granted to any employee during any calendar year, compensation from the exercise
of Options or SARs should qualify as “qualified performance-based compensation” for purposes of Section
162(m).

In addition, the 2006 Plan authorizes the Plan Committee to make awards of Restricted Stock Shares,
Restricted Stock Units, Performance Shares, Performance Units or cash-based Performance Awards that are con-
ditioned on the satisfaction of performance criteria. For those awards to meet the requirements of the “qualified
performance-based compensation” exception to Section 162(m), the Plan Committee must establish the applica-
ble performance conditions prior to or within a specified period after the start of the applicable performance peri-
od. Performance measures may be based upon the Company’s performance, individual performance, performance
of a division, region, department or function within the Company, or may be measured against a relative peer
group or prior performance. Performance measures may include the following measures for this purpose:

» Revenue

* Sales

* Profit (net profit, gross profit, operating profit, economic profit, profit margins or other corporate profit

measures)

« Earnings on a pre-tax or post-tax basis (EBIT, EBITDA, earnings per share, earnings growth or other cor-

porate earnings measures)

» Net income (before or after taxes, operating income or other income measures)

+ Cash (cash flow, cash generation or other cash measures)

* Stock price or performance

» Total shareholder return (stock price appreciation plus reinvested dividends divided by beginning share

price or other measures of return)

+ Financial return measures (including, but not limited to, dividends, return on assets, capital, equity or sales,

and cash flow return on assets, capital, equity or sales)

» Market share measures

» Improvements in capital structure

» Expenses (operating expense, expense management, expense ratio, expense efficiency ratios or other

expense measures)
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+ Business expansion or consolidation (acquisitions and divestitures)

+ Internal rate of return or increase in net present value

» Working capital targets relating to inventory and/or accounts receivable

+ Planning accuracy (as measured by comparing planned results to actual results)

+ Productivity improvement

» Inventory measures (turns, reduction or shrink)

+ Customer relations (count, frequency, size of basket or attitude)

» Compliance goals (employee turnover, social goals, diversity goals, safety programs, regulatory or legal
compliance)

*» Goals relating to business expansion, acquisitions and divestitures

The performance conditions will be stated in the form of an objective, nondiscretionary formula, and the Plan
Committee will certify in writing the attainment of those performance conditions prior to any payment or distri-
butions with respect to awards. The Plan Committee may, in its discretion, adjust downward any award.

In no event may an individual receive awards under the 2006 Plan for a given calendar year (i) covering in
excess of 500,000 shares of Common Stock or (ii) in the case of cash awards, in excess of $1,000,000.

So that Options and SARs granted under the 2006 Plan qualify as performance-based compensation, and to
permit the Plan Committee to grant other awards under the 2006 Plan that are intended to qualify for the exclu-
sion, the 2006 Plan is being submitted to the Shareholders for approval. A vote in favor of approving the 2006
Plan will be a vote approving all the material terms and conditions of the Plan for purposes of the performance-
based exemption under Section 162(m), including the performance measures, eligibility requirements and limits
on various awards, in each case as described above.

Change In Control. In the event of a change in control (as defined in the 2006 Plan), if the acquiring compa-
ny does not assume the obligation to perform under the 2006 Plan with respect to outstanding awards or for
awards that are assumed by the acquiring company, or if within two years following the change in control, a par-
ticipating employee is terminated from employment without cause or the participant resigns for good reason (as
such terms are defined in the 2006 Plan), then: (i) the vesting of outstanding Options and other awards or rights
shall be accelerated; (i1} time-based vesting restrictions on outstanding awards shall lapse; and (iii) the target pay-
out opportunities attainable under outstanding performance-based awards shall be deemed to have been fully
earned as of the effective date of the change in control based upon the greater of (A) the “target” level for per-
formance awards, or (B) the actual level of performance against the target. In either such case, participants will
be paid a prorated award based upon the length of the performance period that has elapsed prior to the date of the
change in control or termination of employment. In addition, if a performance-based award is not assumed by the
acquiring company, the participant will have the opportunity to earn the remaining portion of the award not paid
out upon the change in control.

Death, Disability or Retirement. At the 2005 Annual Meeting, the Shareholders approved amendments to the
1989 Plan which provided that, with certain exceptions and subject to further requirements, for qualifying retirees,
options outstanding at retirement would continue to vest and be exercisable following such retirement in the same
manner as though the retiree were still an employee of the Company. The Compensation Committee anticipates
adopting similar provisions pursuant to the 2006 Plan for Options and has adopted guidelines for the pro-rata pay-
ment of certain performance share rights awards to qualifying retirees. The Compensation Committee anticipates
that, upon Shareholder approval of the 2006 Plan, it will also adopt guidelines for accelerated vesting of Options
upon the death of a participating employee and for pro-rata payments of performance share rights awards upon
the death or disability of a participating employee.
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Other Significant Features

» The 2006 Plan has a fixed-share authorization limit of 12 million shares, as opposed to an “evergreen” fea-
ture.

* Repricing of options issued under the 2006 Plan is not permitted without Shareholder approval.

« Discounted stock options are prohibited.

Tax Treatment of Awards. The following discussion is only a summary of the effect of U.S. federal income
taxation upon participants and the Company for the grant and/or exercise of various awards in the 2006 Plan.
Participants in the 2006 Plan may also have consequences under state and local tax laws which vary from the fed-
eral tax consequences described in this proxy. Information contained in this proxy is not intended as tax advice
and prospective participants in the 2006 Plan should contact their personal tax advisors to ascertain the specific
tax consequences applicable to them.

Incentive Stock Options. In general, the grant of an ISO results in no taxable ordinary income to the partici-
pant and no deduction to the Company at the time the ISO is granted or exercised. If the participant holds the
common shares received as a result of the exercise of an ISO for at least two years from the date of the grant and
one year from the date of exercise, then the gain realized on disposition of the common shares is treated as a long-
term capital gain. If the common shares are disposed of during this period, however, then the participant must
include in income, as compensation for the year of the disposition, an amount equal to the excess, if any, of the
fair market value of the common shares upon exercise of the stock option over the stock option price. The excess,
if any, of the sale price over the fair market value of the Company’s common stock on the date of exercise will
be a short-term capital gain, The Company will be entitled to an income tax deduction equal to the amount of
ordinary income recognized by the participant with respect to the exercised ISO. The deduction, in general, will
be allowed for the taxable year of the Company in which such ordinary income is recognized by the participant.

Non-Qualified Stock Options. Generally, an NQSO results in no taxable income to the participant and no
deduction to the Company at the time of the grant. However, a participant exercising an NQSO will, at that time,
realize taxable compensation in the amount of the difference between the stock option price and the then fair mar-
ket value of the Company’s Common Stock. Provided that certain reporting requirements are satisfied, the
Company will be entitled to a deduction for federal income tax purposes in an amount equal to the taxable com-
pensation recognized by the participant. Upon the sale or disposition of shares acquired pursuant to an NQSO, the
difference between the proceeds realized and the participant’s basis in the shares will be treated as a long-term or
short-term capital gain (or loss), depending upon the holding period of the common shares.

Stock Appreciation Rights. Generally, no taxable income is recognized by a participant receiving a non-vest-
ed SAR payable in stock at the time the SAR is granted. Upon exercise and settlement, the spread between the
then current market value of the Company’s Common Stock and the base price of the SAR will be taxed as ordi-
nary income to the participant. The Company will be entitled to a deduction equal to the amount of ordinary
income the participant is required to recognize as a result of the settlement.

Other Awards. The current United States federal income tax consequences of other awards authorized under
the 2006 Plan are generally in accordance with the following: (i) the fair market value of restricted stock is gen-
erally subject to ordinary income tax at the time the restrictions lapse, unless the recipient elects to accelerate
recognition as of the date of grant and (i) the amount of cash paid (or the fair market value of the common shares
issued) to settle restricted stock units and performance units is generally subject to ordinary income tax. Cash
awards will be taxable income to the recipient at the date of payment. In each of the foregoing cases, the Company
will generally be entitled to a corresponding federal income tax deduction at the same time the participant recog-
nizes ordinary income.
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Withholding for Payment of Taxes. The 2006 Plan provides for the withholding and payment by a participant
of any payroll or withholding taxes required by applicable law. The 2006 Plan permits a participant to satisfy this
requirement, subject to the terms of the 2006 Plan, by having the Company withhold from the participant a num-
ber of shares of Common Stock otherwise issuable under the award having a fair market value equal to the amount
of applicable payroll and withholding taxes.

2006 Compensation Awards

In anticipation of the approval of the 2006 Plan by the Shareholders, the Company recently completed its
annual compensation award process for fiscal 2006, which, for selected employees, included: (i) stock option
grants made under the 1989 Plan; (ii) annual cash bonus awards made under the Incentive Profit Sharing Plan;
and (iii) contingent grants of performance share rights awards, as described fully below, under the 2006 Plan, sub-
ject to Shareholder approval of the 2006 Plan. If the 2006 Plan is not approved by the Shareholders, the Company
expects to grant additional stock options to employees in replacement of the contingent awards of performance
share rights, which will be considered null and void.

The Company currently expects that future awards under the 2006 Plan will be similar to the annual awards
of cash bonus opportunities, Options, and performance share rights that were recently awarded to selected
employees. Under both the current Incentive Profit Sharing Plan, which was previously approved by the
Shareholders, and the 2006 Plan, employees will have the opportunity to receive an annual cash payment equal
to a percentage of their base salary, generally ranging from 10% to 100%, if the Company achieves certain net
earnings goals and subject to adjustments for personal performance (except in the case of certain executive offi-
cers). In addition, Options were granted under the 1989 Plan with a term of five years which will vest in incre-
ments of 40% on the second anniversary date of the grant, and an additional 30% on each of the third and fourth
anniversary dates of the grant. The Company currently anticipates that future Option grants will be on the same
vesting terms.

The compensation awards made to selected employees in the fall of 2005 also included contingent awards of
performance share rights (“PSRs”). If the Shareholders approve the 2006 Plan, the Company currently plans to
include PSRs in future compensation packages. The PSRs are awards for the grant of a number of shares of the
Company’s Common Stock if the Company achieves certain levels of performance against a selected peer group
of companies (presently set at twenty) for pre-tax net income growth (“earnings growth”) and average annual
return on equity (“ROE”). Each participating employee is advised of a “target” number of shares that will be
awarded at the end of the relevant performance period if the Company is at the 50th percentile in relation to the
peer group for ROE and earnings growth (which are equally weighted). If the Company’s performance relative to
the peer group is above or below the 50th percentile, the number of shares of Common Stock actually awarded
to the employee will be adjusted upward or downward, respectively. No awards will be made if the Company’s
relative performance is below the 30th percentile, and awards may be increased to twice the “target” award if the
Company’s relative performance is above the 90th percentile. The performance period for the PSRs wili general-
ly be three years, but the Company will make one-year performance period awards in each of the 2006 and 2007
fiscal years in order to facilitate employee understanding of the new metrics.

Benefits to Named Executive Officers and Others

If the 2006 Plan is approved by the Shareholders, future awards of equity interests to employees will be made
under the Plan. All employees of the Company who are selected to participate in the Company’s equity compen-
sation programs, including executive officers, will receive the potential benefit of grants and awards under the
Plan.
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Although the amount of future awards is not determinable, the following table sets forth information regard-
ing the awards which would have been received by or allocated to the “Named Executive Officers” of the
Company, individually and in groups, for the last fiscal year had the 2006 Plan been in effect, based upon the actu-
al awards of Options and PSRs granted to them in September, contingent upon the approval of the 2006 Plan by
the Shareholders. Option grants were made under the 1989 Plan, but are included herein since the number of
Option grants has been reduced to reflect the complementary PSRs contingently granted. No awards of Options
or PSRs were granted to either of Messrs. Alexander or Mahoney, as they were no longer with the Company at
the time of the September awards.

Family Dollar Stores, Inc. 2006 Incentive Plan Benefits

Number of

PSR Target Awards (2)
Name and Position (1) 1-Year 3-Year Number of Options(3)
Howard R. Levine 12,500 37,500 150,000
Chairman of the Board
& Chief Executive Officer
R. James Kelly 8,000 24,000 95,000
Vice Chairman, Chief
Financial & Administrative
Officer
Charles S. Gibson, Jr. 2,500 7,500 35,000
Executive Vice President-
Logistics
Janet G. Kelley 1,334 4,000 22,000
Senior Vice President-
General Counsel and
Secretary
Irving Neger 1,334 4,000 17,000
Former Senior Vice President-
Merchandising (4)
Current Executive Officers 30,519 91,550 372,000
Non-Executive Director Group 0 0 0
Non-Executive Officer 12,303 36,875 159,500

Employees (26 persons)

5

(1) The Company’s non-management directors are currently not granted awards under the Plan. See “Compensation of Directors.”’

(2) The amounts set forth in the table assume that the PSRs are awarded at the “target” level. The actual dollar value of the PSRs
ultimately will be dependent on the actual number of shares of Common Stock issued (based on performance during the appli-
cable period as described under “2006 Compensation Awards,” above) and the fair market value of the Common Stock on the
date of such issuance. As of November 1, 2003, the closing price of the Company’s Common Stock was $21.88 per share.

(3) The actual value of Options will be dependent upon the fair market value of the Company’s Common Stock at the date of the
exercise of the Options. The Options set forth in the table have an exercise price of $19.75 per share, which was the fair mar-
ket value of the Company’s Common Stock on the grant date.

(4) Mr. Neger'’s stock option awards have been cancelled, effective upon his termination of employment with the Company. If the
Shareholders approve the 2006 Plan, Mr. Neger will receive a pro-rata award of the PSRs.
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Shareholder Approval

The affirmative vote of a majority of the Common Stock present or represented and entitled to vote at the
Annual Meeting is required for approval of the 2006 Plan. If the 2006 Plan is not approved by the Shareholders,
the Company expects to grant additional stock options to participating employees in replacement of the contin-
gent awards of PSRs (which will be void) and, in the future, to grant stock options under the 1989 Plan and to
award annual cash bonus opportunities under the Incentive Profit Sharing Plan.

Recommendation of the Board of Directors
The Board of Directors recommends that the Shareholders vote FOR the adoption of the 2006 Plan.
PROPOSAL NO. 3

RATIFICATION OF APPOINTMENT OF INDEPENDENT
REGISTERED PUBLIC ACCOUNTANTS

The Audit Committee of the Board of Directors has appointed the firm of PricewaterhouseCoopers LLP
(“PwC”) as independent registered public accountants to audit and report on the consolidated financial statements
of the Company and its subsidiaries for fiscal 2006, and to perform such other appropriate accounting and relat-
ed services as may be required by the Audit Committee. The affirmative vote of the holders of a majority of the
shares of Common Stock present or represented by proxy at the Annual Meeting and entitled to vote in respect
thereto is required to ratify the selection of PwC for the purposes set forth above. The Audit Committee and the
Board of Directors recommend that the Shareholders vote FOR ratification of the appointment of PwC. If the
Shareholders do not ratify the appointment of PwC, the appointment of the independent registered public account-
ants will be reconsidered by the Audit Committee. PwC served as the Company's independent registered public
accountants for the fiscal year ended August 31, 1991, and for each subsequent fiscal year. Representatives of
PwC are expected to be present at the Annual Meeting and will have an opportunity to make a statement if they
desire to do so and to respond to appropriate questions.

Independent Registered Public Accounting Firm’s Fees and Services

The following sets forth fees billed for the audit and other services provided by PwC for fiscal 2005 and 2004:

Fee Category Fiscal 2005 Fees Fiscal 2004 Fees
Audit Fees (1) $602,686 $186,100
Audit-Related Fees (2) $ 70,261 $ 39,850
Tax Fees 0 0

All Other Fees 0 0

Total $672,947 $225,950

(1) Includes fees for audits of annual financial statements and reviews of the related quarterly financial statements and, in fiscal
2005, review of the Company’s internal controls.

(2) Includes fees for andit related work in connection with employee benefit plans of the Company, review of an SEC comment
letter received by the Company in the ordinary course of business and consultation related to the Company’s restatement of
prior years’ financial statements as reported on Forms 10-K/A and 10-Q/A, filed with the SEC on April 15, 2005.
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All services rendered by PwC are permissible under applicable laws and regulations, and all such services
were pre-approved by the Audit Committee. The Audit Committee Charter requires that the Committee pre-
approve the services to be provided by PwC and the Audit Committee has not delegated that approval authority.

Recommendation of the Board of Directors

The Board of Directors recommends that the Shareholders vote FOR the ratification of the appointment of
PwC as the Company’s independent registered public accountants for fiscal 2006.

SECTION 16(a) BENEFICIAL OWNERSHIP REPORTING COMPLIANCE

Section 16(a) of the Securities Exchange Act of 1934 requires the Company’s directors and executive offi-
cers and persons who own more than ten percent of the Company’s Common Stock (collectively, “Reporting
Persons™) to file with the SEC and NYSE initial reports of ownership and reports of changes in ownership of the
Common Stock, and to furnish the Company with copies of such reports. To the Company’s knowledge, which is
based solely on a review of the copies of such reports furnished to the Company and written representations from
Reporting Persons that no other reports were required, all Reporting Persons complied with all applicable filing
requirements during fiscal 2005, except that Mrs. Sharon Allred Decker inadvertently failed to timely file a Form
4 report with respect to the sale of a de minimis number of shares sold by her broker without her knowledge in
order to meet margin requirements.

SHAREHOLDER PROPOSALS

Proposals of Shareholders intended to be presented at the next Annual Meeting of Shareholders in January
2007 (the “2007 Annual Meeting”), and to be included in the Proxy Statement and form of proxy pursuant to Rule
14a-8 under the Securities Exchange Act of 1934 (the “Act”), must be received by the Company on or before
August 3, 2006. If the Company receives notice of any Shareholder proposal after October 16, 2006, such pro-
posal will be considered untimely pursuant to Rules 14a-4 and 14a-5(e) under the Act, and the persons named in
the proxies solicited by the Board of Directors of the Company for the 2007 Annual Meeting may exercise dis-
cretionary voting power with respect to such proposal. Additionally, the Company’s Bylaws require that any
Shareholder who intends to make a nomination or bring any other matter before the 2007 Annual Meeting must
deliver notice of such intent to the Company not later than October 21, 2006, nor earlier than September 21, 2006.
Any such proposals or notices should be in writing and should be sent by certified mail, return receipt requested,
to the Secretary, Family Dollar Stores, Inc., P.O. Box 1017, Charlotte, North Carolina 28201-1017. Submitting a
Shareholder proposal does not guarantee that the Company will include such proposal in its next proxy statement.
The Board reviews all Shareholder proposals and determines whether further action is required.

OTHER MATTERS

Management knows of no other matters to be brought before the Annual Meeting. However, if any other mat-
ters do properly come before the Annual Meeting, it is intended that the shares represented by the proxies in the
accompanying form will be voted in accordance with the best judgment of the person voting the proxies. Whether
or not Shareholders plan to attend the Annual Meeting, they are respectfully urged to sign, date and return the
enclosed proxy which will, of course, be returned to them at the Annual Meeting if they are present and so request.
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EXHIBIT I

FAMILY DOLLAR STORES, INC.
2006 INCENTIVE PLAN

ARTICLE 1
PURPOSE

1.1. GENERAL. The Family Dollar Stores, Inc. 2006 Incentive Plan is designed to promote the success,
and enhance the value, of the Company, by linking the personal interests of employees, officers, directors and
consultants of the Company or any Affiliate (as defined below) to those of Company stockholders and by pro-
viding such persons with an incentive for outstanding performance. The Plan is further intended to provide flex-
ibility to the Company in its ability to motivate, attract, and retain the services of employees, officers, directors
and consultants upon whose judgment, interest, and special effort the successful conduct of the Company’s oper-
ation is largely dependent. Accordingly, the Plan permits the grant of incentive awards from time to time to selected
employees, officers, directors and consultants of the Company and its Affiliates.

ARTICLE 2
DEFINITIONS

2.1, DEFINITIONS. When a word or phrase appears in this Plan with the initial letter capitalized, and
the word or phrase does not commence a sentence, the word or phrase shall generally be given the meaning
ascribed to it in this Section unless a clearly different meaning is required by the context. The following words
and phrases shall have the following meanings:

(a) “Affiliate” means (i) any Subsidiary or Parent, or (ii) an entity that directly or through one or more
intermediaries controls, is controlled by or is under common control with, the Company, as determined by
the Committee.

(b) “Award” means any Option, Stock Appreciation Right, Restricted Stock Award, Restricted Stock
Unit Award, Deferred Stock Unit Award, Performance Award, Dividend Equivalent Award, Other Stock-
Based Award, Performance-Based Cash Awards, or any other right or interest relating to Stock or cash, grant-
ed to a Participant under the Plan.

(¢) “Award Certificate” means a written document, in such form as the Committee prescribes from time
to time, setting forth the terms and conditions of an Award. Award Certificates may be in the form of indi-
vidual award agreements or certificates or a program document describing the terms and provisions of an
Award or series of Awards under the Plan.

(d) “Board” means the Board of Directors of the Company.

(e) “Cause” as a reason for a Participant’s termination of employment shall have the meaning assigned
such term in the employment, severance or similar agreement, if any, between such Participant and the
Company or an Affiliate, provided, however that if there is no such employment, severance or similar agree-
ment in which such term is defined, and unless otherwise defined in the applicable Award Certificate,
“Cause” shall mean any of the following acts by the Participant, as determined by the Committee: (i) gross
neglect of duty, (ii) prolonged absence from duty without the consent of the Company, (iii) intentionally
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engaging in any activity that is in conflict with or adverse to the business, reputation or other interests of the
Company, or (iv) willful misconduct, misfeasance or malfeasance of duty which is reasonably determined to
be detrimental to the Company. With respect to a Participant’s termination of directorship, “Cause” means
an act or failure to act that constitutes cause for removal of a director under applicable Delaware law. The
determination of the Committee as to the existence of “Cause” shall be conclusive on the Participant and the
Company.

(f) “Change in Control” unless otherwise determined by the Committee in the applicable Award
Certificate, a “Change in Control” shall be deemed to have occurred upon any of the following events; pro-
vided, however, that the Board shall at all times prior to the occurrence of any particular event described in
this Section 2.1(f) have the authority to decide, in its sole discretion, that such event shall be deemed not to
constitute a “Change in Control” for purposes hereof:

(i) individuals who, on the Effective Date, constitute the Board of Directors of the Company (the
“Incumbent Directors™) cease for any reason to constitute at least a majority of such Board; provided,
however, that any person becoming a director after the Effective Date and whose election or nomina-
tion for election was approved by a vote of at least a majority of the Incumbent Directors then on the
Board shall be an Incumbent Director; provided, further, that no individual initially elected or nomi-
nated as a director of the Company as a result of an actual or threatened election contest with respect
to the election or removal of directors (“Election Contest”) or other actual or threatened solicitation of

proxies or consents by or on behalf of any Person other than the Board (“Proxy Contest™), including by
reason of any agreement intended to avoid or settle any Election Contest or Proxy Contest, shall be
deemed an Incumbent Director; or

(ii) any Person becomes a “beneficial owner” (as defined in Rule 13d-3 under the 1934 Act),
directly or indirectly, of either (A) 40% or more of the then-outstanding shares of common stock of the
Company (“Company Common Stock™) or (B) securities of the Company representing 40% or more of
the combined voting power of the Company’s then outstanding securities eligible to vote for the elec-
tion of directors (the “Company Voting Securities”); provided, however, that for purposes of this sub-
section (ii), the following acquisitions of Company Common Stock or Company Voting Securities shall

not constitute a Change in Control: (w) an acquisition directly from the Company, (x) an acquisition by
the Company or a Subsidiary of the Company, (y) an acquisition by any employee benefit plan (or relat-
ed trust) sponsored or maintained by the Company or any Subsidiary of the Company, or (z) an acqui-
sition pursuant to a Non-Qualifying Transaction (as defined in subsection (iii) below); or

(iii) the consummation of a reorganization, merger, consolidation, statutory share exchange or sim-
ilar form of corporate transaction involving the Company or a Subsidiary (a “Reorganization™), or the
sale or other disposition of all or substantially all of the Company’s assets (a “Sale”) or the acquisition
of assets or stock of another corporation or other entity (an “Acquisition”), unless immediately fol-
lowing such Reorganization, Sale or Acquisition, all or substantially all of the individuals and entities
who were the beneficial owners, respectively, of the outstanding Company Common Stock and out-
standing Company Voting Securities immediately prior to such Reorganization, Sale or Acquisition
beneficially own, directly or indirectly, more than 50% of, respectively, the then outstanding shares of
common stock and the combined voting power of the then outstanding voting securities entitled to vote
generally in the election of directors, as the case may be, of the entity resulting from such
Reorganization, Sale or Acquisition (including, without limitation, an entity which as a result of such
transaction owns the Company or all or substantially all of the Company’s assets or stock either direct-




ly or through one or more subsidiaries, the “Surviving Entity”) in substantially the same proportions as
their ownership, immediately prior to such Reorganization, Sale or Acquisition, of the outstanding
Company Common Stock and the outstanding Company Voting Securities, as the case may be (any
Reorganization, Sale or Acquisition which satisfies such criterion shall be deemed to be a “Non-
Qualifying Transaction™); or

(iv) approval by the stockholders of the Company of a complete liquidation or dissolution of the
Company.

Notwithstanding the foregoing, for any Awards that constitute a nonqualified deferred compensa-
tion plan within the meaning of Section 409A(d) of the Code and provide for an accelerated payment
in connection with a Change in Control, Change in Control shall have the same meaning as set forth in
any regulations, revenue procedure, revenue rulings or other pronouncements issued by the Secretary
of the United States Treasury pursuant to Section 409A of the Code, applicable to such plans.

(g) “Code” means the Internal Revenue Code of 1986, as amended from time to time, and includes a
reference to the underlying final regulations.

(h) “Committee” means the committee of the Board described in Article 4.

(i) “Company” means Family Dollar Stores, Inc., a Delaware corporation, or any successor corpora-
tion.

(j) “Covered Employee” means a “covered employee” as defined in Code Section 162(m)(3).
(k) “Deferred Stock Unit” means a right granted to a Participant under Article 11.
() “Director” means any individual who is a member of the Board.

{m) “Disability” or “Disabled” has the same meaning as provided in any long-term disability plan or
policy maintained by the Company or if applicable, most recently maintained, by the Company or if appli-
cable, an Affiliate (whether or not the Participant actually participates or receives disability benefits under
such plan or policy); provided, however, that in no event shall a Participant be deemed Disabled for purpos-
es of the Plan within the six-month period beginning on the date the Participant commences employment
with the Company or an Affiliate. If the determination of Disability relates to an Incentive Stock Option, or
a Stock Appreciation Right issued in tandem with an Incentive Stock Option, Disability means “permanent
and total disability” as defined in Section 22(e)(3) of the Code. In the event of a dispute, the determination
whether a Participant is Disabled will be made by the Committee and may be supported by the advice of a
physician competent in the area to which such Disability relates. Notwithstanding the foregoing, for any
Awards that constitute a nonqualified deferred compensation plan within the meaning of Section 409A(d) of
the Code and provide for an accelerated payment in connection with any Disability, Disability shall have the
same meaning as set forth in any regulations, revenue procedure, revenue rulings or other pronouncements
issued by the Secretary of the United States Treasury pursuant to Section 409A of the Code, applicable to
such plans.

{n) “Dividend Equivalent” means a right granted to a Participant under Article 12.




(o) “Effective Date™ has the meaning assigned such term in Section 3.1.

(p) “Eligible Individual” means an employee, officer, consultant or director of the Company or any
Affiliate.

(@) “Exchange” means the New York Stock Exchange or any other national securities exchange on
which the Stock may from time to time be listed or traded.

(r) “Fair Market Value”, on any date, means (i) if the Stock is listed on the New York Stock Exchange
or another national securities exchange or is traded over the Nasdaq National Market, the average of the
highest price and lowest price at which the Stock is sold regular way on such exchange or over such system
on such date or, in the absence of reported sales on such date, on the immediately preceding date on which
sales were reported, or (ii) if the Stock is not listed on any securities exchange or traded over the Nasdag
National Market, the mean between the bid and offered prices as quoted by Nasdaq for such date, provided
that if it is determined that the fair market value is not properly reflected by such Nasdaq quotations, Fair
Market Value will be determined in compliance with Sections 162(m) and 409A of the Code, to the extent
applicable, or by such other method as the Committee determines in good faith to be reasonable.

(s) “Good Reason” has the meaning assigned such term in the employment, severance or similar
agreement, if any, between a Participant and the Company or an Affiliate, provided, however that if there is
no such employment, severance or similar agreement in which such term is defined, and unless otherwise
defined in the applicable Award Certificate, “Good Reason” shall mean any of the following acts by the
Company or an Affiliate, without the consent of the Participant (in each case, other than an isolated, insub-
stantial and inadvertent action not taken in bad faith and which is remedied by the Company or the Affiliate
promptly after receipt of notice thereof given by the Participant): (i) a reduction by the Company or an
Affiliate in the Participant’s base salary, (ii) a material reduction in the Participant’s position, duties and
responsibilities, assignment to duties inconsistent with such position or material adverse change in reporting
relationships, (1i1) with respect to a Participant who is stationed at the Company’s headquarters in Charlotte,
North Carolina, or in Matthews, North Carolina, the Company or an Affiliate requiring the Participant, with-
out his or her consent, to be based at any office or location more than 35 miles from the location at which
the Participant was stationed immediately prior to a Change in Control, or (iv) the continuing material breach
by the Company or an Affiliate of any employment agreement between the Participant and the Company or
an Affiliate after the expiration of any applicable period for cure.

(t) “Grant Date” of an Award means the first date on which all necessary corporate action has been
taken to approve the grant of the Award as provided in the Plan, or such later date as is determined and spec-
ified as part of that authorization process.

(u) “Incentive Stock Option” means an Option that is intended to be an incentive stock option and
meets the requirements of Section 422 of the Code or any successor provision thereto.

(v) “Insider” means an individual who is, on the relevant date, an officer, director or ten percent (10%)
beneficial owner of any class of the Company’s equity securities that is registered pursuant to Section 12 of

the 1934 Act, all as defined under Section 16 of the 1934 Act and the rules thereunder.

(w) “Nonstatutory Stock Option” means an Option that is not an Incentive Stock Option.




(x) “Option” means a right granted to a Participant under Article 7 of the Plan to purchase Stock at a
specified price during specified time periods. An Option may be either an Incentive Stock Option or a
Nonstatutory Stock Option.

(y) “Other Stock-Based Award” means a right, granted to a Participant under Article 13, that relates to
or is valued by reference to Stock or other Awards relating to Stock.

(z) “Parent” means a corporation, limited liability company, partnership or other entity which owns or
beneficially owns a majority of the outstanding voting stock or voting power of the Company.
Notwithstanding the above, with respect to an Incentive Stock Option, Parent shall have the meaning set
forth in Section 424(e) of the Code.

(aa) “Participant” means an Eligible Individual who has been granted an Award under the Plan; provid-
ed that in the case of the death of a Participant, the term “Participant” refers to a beneficiary designated pur-
suant to Section 15.5 or the legal guardian or other legal representative acting in a fiduciary capacity on
behalf of the Participant under applicable state law.

(bb) “Performance Award” means Performance Shares, Performance Units or Performance-Based Cash
Awards granted pursuant to Article 9.

(cc) “Performance-Based Cash Award” means a right granted to a Participant under Article 9 to a cash
award to be paid upon achievement of such performance goals as the Committee establishes with regard to
such Award.

(dd) “Performance Share” means any right granted to a Participant under Article 9 to a share to be val-
ued by reference to a designated number of Shares to be paid upon achievement of such performance goals
as the Committee establishes with regard to such Performance Share.

(ee) “Performance Unit” means a right granted to a Participant under Article 9 to a unit valued by ref-
erence to a designated amount of cash or property other than Shares, to be paid to the Participant in cash or
in kind upon achievement of such performance goals as the Committee establishes with regard to such
Performance Unit.

(ff) “Person” means any individual, entity or group, within the meaning of Section 3(a)}(9) of the 1934
Act and as used in Section 13(d)(3) or 14(d)(2) of the 1934 Act.

(gg) “Plan” means this Family Dollar Stores, Inc. 2006 Incentive Plan, as amended or supplemented
from time to time.

(hh) “Qualified Performance-Based Award” means, with respect to a Covered Employee, an Award
granted to an officer of the Company that is either (i) intended to qualify for the Section 162(m) Exemption
and is made subject to performance goals based on Qualified Business Criteria as set forth in Section 14.2,
or (i) an Option or SAR having an exercise price equal to or greater than the Fair Market Value of the under-
lying Stock as of the Grant Date.

(i) “Qualified Business Criteria” means one or more of the Business Criteria listed in Section 14.2 upon
which performance goals for certain Qualified Performance-Based Awards may be established by the Committee.
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() “Restricted Stock Award” means Stock granted to a Participant under Article 10 that is subject to
certain restrictions and to risk of forfeiture.

(kk) “Restricted Stock Unit Award” means the right granted to a Participant under Article 10 to receive
Shares (or the equivalent value in cash or other property) in the future, which right is subject to certain
restrictions and to risk of forfeiture.

(1) “Retirement” means a Participant’s voluntary termination of employment or consultancy at or after
having attained age sixty (60) with at least ten (10) years of service with the Company or an Affiliate, or such
earlier retirement date as may be approved by the Committee with regard to such Participant. With respect
to a Participant’s termination of service as a Director, Retirement means the failure to stand for reelection or
other retirement as a Director after a Participant has attained age sixty-five (65) or such earlier retirement
date as may be approved by the Committee with regard to such Participant.

(mm) “Section 162(m) Exemption” means the exemption from the limitation on deductibility
imposed by Section 162(m) of the Code that is set forth in Section 162(m)(4)(C) of the Code or any succes-
sor provision thereto.

(nn) “Shares” means shares of the Company’s Stock. If there has been an adjustment or substitution pur-
suant to Section 16.1, the term “Shares” shall also include any shares of stock or other securities that are sub-
stituted for Shares or into which Shares are adjusted pursuant to Section 16.1.

(00)“Stock” means the $0.10 par value common stock of the Company and such other securities of the
Company as may be substituted for Stock pursuant to Article 16.

(pp) “Stock Appreciation Right” or “SAR” means a right granted to a Participant under Article 8 to
receive a payment equal to the difference between the Fair Market Value of a Share as of the date of exer-
cise of the SAR over the grant price of the SAR, all as determined pursuant to Article &.

(qq) “Subsidiary” means any corporation, limited liability company, partnership or other entity of which
a majority of the outstanding voting stock or voting power is beneficially owned directly or indirectly by the
Company. Notwithstanding the above, with respect to an Incentive Stock Option, Subsidiary shall have the
meaning set forth in Section 424(f) of the Code.

(rr) “1933 Act” means the Securities Act of 1933, as amended from time to time.
(ss) “1934 Act” means the Securities Exchange Act of 1934, as amended from time to time.

ARTICLE 3
EFFECTIVE TERM OF PLAN

3.1 EFFECTIVE DATE. The Plan shall be effective as of the date it is approved by the stockholders of
the Company (the “Effective Date”). Upon the Effective Date, no further grants shall be made under the
Company’s 1989 Non-Qualified Stock Option Plan, No further grants may be made under this Plan after the 10th
anniversary of the Effective Date.




ARTICLE 4
ADMINISTRATION

4.1. COMMITTEE. The Plan shall be administered by a Committee appointed by the Board (consisting
of at least two members) or, at the discretion of the Board from time to time, the Plan may be administered by the
Board. Unless otherwise designated by the Board, the Compensation Committee of the Board shall serve as the
Committee administering the Plan; provided, however, that (i) with respect to Awards to any Insiders, the
Committee shall consist of all of the members of the Compensation Committee who are “non-employee direc-
tors” within the meaning of Rule 16b-3 adopted under the 1934 Act, and (ii) with respect to Awards intended to
constitute Qualified Performance-Based Awards, the Committee shall consist of all of the members of the
Compensation Committee who are “outside directors” within the meaning of Section 162(m) of the Code. For
purposes of this Plan, Committee may also mean any individual or committee of individuals (who need not be
Directors) that the Compensation Committee may appoint from time to time to administer the Plan with respect
to Awards to Eligible Individuals who are not Insiders or Covered Employees, in accordance with and subject to
the requirements of Section 4.3. The Board may reserve to itself any or all of the authority and responsibility of
the Committee under the Plan or may act as administrator of the Plan for any and all purposes. To the extent the
Board has reserved any authority and responsibility or during any time that the Board is acting as administrator
of the Plan, it shall have all the powers of the Committee hereunder, and any reference herein to the Committee
(other than in this Section 4.1) shall include the Board. To the extent any action of the Board under the Plan con-
flicts with actions taken by the Committee, the actions of the Board shall control.

4.2. ACTION AND INTERPRETATIONS BY THE COMMITTEE. For purposes of administering the
Plan, the Committee may from time to time adopt rules, regulations, guidelines and procedures for carrying out
the provisions and purposes of the Plan and make such other determinations, not inconsistent with the Plan, as the
Committee may deem appropriate. The Committee’s interpretation of the Plan, any Awards granted under the
Plan, any Award Certificate and all decisions and determinations by the Committee with respect to the Plan are
final, binding, and conclusive on all parties. Each member of the Committee is entitled to, in good faith, rely or
act upon any report or other information furnished to that member by any officer or other employee of the
Company or any Affiliate, the Company’s or an Affiliate’s independent certified public accountants, Company
counsel or any executive compensation consultant or other professional retained by the Company to assist in the
administration of the Plan.

43, AUTHORITY OF COMMITTEE. Except as provided below, the Committee has the exclusive
power, authority and discretion to:

(a) Grant Awards;
(b) Designate Participants;
(¢) Determine the type or types of Awards to be granted to each Participant;

(d) Determine the number of Awards to be granted and the number of Shares or dollar amount to which
an Award will relate;

(e) Determine the terms and conditions (not inconsistent with the terms of this Plan) of any Award
granted under the Plan, including but not limited to, the exercise price, grant price, or purchase price, any
restrictions or limitations on the Award, any schedule for lapse of forfeiture restrictions or restrictions on the
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exercisability of an Award, and accelerations or waivers thereof, based in each case on such considerations
as the Committee in its sole discretion determines;

(f) Determine whether, to what extent, and under what circumstances an Award may be settled in, or
the exercise price of an Award may be paid in, cash, Stock, other Awards, or other property, or an Award may
be canceled, forfeited, or surrendered;

(g) Prescribe the form of each Award Certificate, which need not be identical for each Participant;
(h) Decide all other matters that must be determined in connection with an Award,

(i) Establish, adopt or revise any rules, regulations, guidelines or procedures as it may deem necessary
or advisable to administer the Plan;

(j)) Make all other decisions and determinations that may be required under the Plan or as the
Committee deems necessary or advisable to administer the Plan;

(k) Amend the Plan or any Award Certificate as provided herein;

(1) Adopt such modifications, procedures, and subplans as may be necessary or desirable to comply
with provisions of the laws of non-U.S. jurisdictions in which the Company or any Affiliate may operate, in
order to assure the viability of the benefits of Awards granted to participants located in such other jurisdic-
tions and to meet the objectives of the Plan; and

(m) Appoint and compensate agents, counsel, auditors or other specialists to aid it in the discharge of its
duties.

Notwithstanding the above, to the extent permitted by applicable law, the Committee may delegate its author-
ity as identified herein to any individual or committee of individuals (who need not be Directors), including with-
out limitation the authority to make Awards to Eligible Individuals who are not Insiders or Covered Employees.
To the extent that the Committee delegates its authority to make Awards as provided by this Section 4.3, all ref-
erences in the Plan to the Committee’s authority to make Awards and determinations with respect thereto shall be
deemed to include the Committee’s delegate. Any such delegate shall serve at the pleasure of, and may be
removed at any time by, the Committee.

44. AWARD CERTIFICATES. Each Award shall be evidenced by an Award Certificate. Each Award
Certificate shall include such provisions, not inconsistent with the Plan, as may be specified by the Committee.

ARTICLE 5
SHARES SUBJECT TO THE PLAN

5.1 NUMBER OF SHARES. Subject to adjustment as provided in Sections 5.2 and 16.1, the aggregate
number of Shares reserved and available for issuance pursuant to Awards granted under the Plan shall be (1)
Twelve Million (12,000,000) Shares, plus (ii) any Shares covered by an award made under the Company’s 1989
Non-Qualified Stock Option Plan prior to the Effective Date that is canceled, terminates, expires, forfeits or laps-
es for any reason after the Effective Date.



5.2. SHARE COUNTING.

(a) To the extent that an Award is canceled, terminates, expires, is forfeited or lapses for any reason,
any unissued Shares from such Award will again be available for issuance pursuant to Awards granted under
the Plan.

(b) Shares subject to Awards settled in cash will again be available for issuance pursuant to Awards
granted under the Plan.

(¢) Substitute Awards granted pursuant to Section 15.11 of the Plan shall not count against the Shares
otherwise available for issuance under the Plan under Section 5.1.

5.3. SOURCE OF SHARES. Any Stock distributed pursuant to an Award may consist, in whole or in
part, of authorized and unissued Stock, treasury Stock or Stock purchased on the open market, all as determined
by the Chief Financial Officer of the Company (or the Chief Financial Officer’s designee) from time to time,
unless otherwise determined by the Committee.

5.4. LIMITATIONS ON AWARDS. Notwithstanding any provision in the Plan to the contrary (but sub-
ject to adjustment as provided in Section 16.1):

(a) The maximum number of Shares that may be issued upon exercise of Incentive Stock Options grant-
ed under the Plan shall be 1,000,000.

(b) The maximum number of Shares with respect to one or more Options, SARs, Restricted Stock,
Restricted Stock Units, Deferred Stock Units, Performance Shares or other Stock-Based Awards that may be
granted during any one calendar year under the Plan to any one Participant shall be 500,000.

{c) The aggregate dollar value of any Performance-Based Cash Award or other cash-based award that
may be paid to any one Participant during any one calendar year under the Plan shall be $1,000,000.

ARTICLE 6
ELIGIBILITY

6.1 GENERAL. Awards may be granted only to Eligible Individuals, except as limited for Incentive
Stock Options under Section 7.2(g).

ARTICLE 7
STOCK OPTIONS

7.1. GENERAL. The Committee is authorized to grant Options to Participants on the following terms
and conditions:

(a) EXERCISE PRICE. The exercise price per Share under an Option shall be determined by the
Committee; provided, however, that the exercise price of an Option (other than an Option issued as a sub-
stitute Award pursuant to Section 15.11) shall not be less than the Fair Market Value as of the Grant Date.




(b) TIME AND CONDITIONS OF EXERCISE. The Committee shall determine the time or times at
which an Option may be exercised in whole or in part, subject to Section 7.1(d). The Committee shall also
determine the performance or other conditions, if any, that must be satisfied before all or part of an Option

may be exercised or vested.

(c) PAYMENT. Options shall be exercised by the delivery of a notice of exercise to the Company, set-
ting forth the number of Shares with respect to which the Option is to be exercised, accompanied by full pay-
ment for the Shares. To be effective, notice of exercise must be made in accordance with procedures estab-
lished by the Company from time to time.

The Option price due upon exercise of any Option shall be payable to the Company in full either: (i) in
cash or its equivalent, or (ii) by tendering previously acquired Shares having an aggregate Fair Market Value
at the time of exercise equal to the total Option price (provided that the Shares which are tendered must have
been held by the Participant for at least six (6) months prior to their tender to satisfy the Option price unless
such Shares had been acquired by the Participant on the open market), or (iii) by a combination of (i) and

(ii).

As soon as practicable after notification of exercise and full payment, the Company shall deliver the
Shares to the Participant in an appropriate amount based upon the number of Shares purchased under the
Option(s).

Notwithstanding the foregoing, the Committee also may allow (A) cashless exercises as permitted under
Federal Reserve Board’s Regulation T, subject to applicable securities law restrictions, or (B) exercises by
any other means which the Committee determines to be consistent with the Plan’s purpose and applicable
law.

(d) EXERCISE TERM. In no event may any Option be exercisable for more than ten years from the
Grant Date.

7.2. INCENTIVE STOCK OPTIONS. The terms of any Incentive Stock Options granted under the Plan
must comply with the following additional ruies:

(a) EXERCISE PRICE. The exercise price of an Incentive Stock Option shall not be less than the Fair
Market Value as of the Grant Date.

(b) LAPSE OF OPTION. Subject to any earlier termination provision contained in the Award
Certificate, an Incentive Stock Option shall lapse upon the earliest of the following circumstances; provid-
ed, however, that the Committee may, prior to the lapse of the Incentive Stock Option under the circum-
stances described in subsections (3), (4) or (5) below, provide in writing that the Option will extend until a
later date, but if an Option is so extended and is exercised after the dates specified in subsections (3) and (4)
below, it will automatically become a Nonstatutory Stock Option:

(1) The expiration date set forth in the Award Certificate.

(2) The tenth anniversary of the Grant Date.
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(3) Three months after termination of the Participant’s employment with the Company and its
Affiliates for any reason other than the Participant’s Disability or death.

(4) One year after termination of the Participant’s employment with the Company and its
Affiliates by reason of the Participant’s Disability.

(5) One year after the Participant’s death if the Participant dies while employed, or during the
three-month period described in paragraph (3) or during the one-year period described in paragraph (4)
and before the Option otherwise lapses.

Unless the exercisability of the Incentive Stock Option is accelerated as provided in Article 15, if a
Participant exercises an Option after termination of employment, the Option may be exercised only with
respect to the Shares that were otherwise vested on the Participant’s termination of employment. Upon the
Participant’s death, any exercisable Incentive Stock Options may be exercised by the Participant’s benefici-
ary, determined in accordance with Section 15.5.

(c) INDIVIDUAL DOLLAR LIMITATION. The aggregate Fair Market Value {(determined as of the
Grant Date) of all Shares with respect to which Incentive Stock Options (under all plans maintained by the
Company) are first exercisable by a Participant in any calendar year may not exceed $100,000.00.

(d) TEN PERCENT OWNERS. No Incentive Stock Option shall be granted to any individual who, at
the Grant Date, in accordance with Section 424(d) of the Code, owns stock possessing more than ten percent
of the total combined voting power of all classes of stock of the Company or any Parent or Subsidiary unless
the exercise price per share of such Option is at least 110% of the Fair Market Value per Share at the Grant
Date and the Option expires no later than five years after the Grant Date.

(e) EXPIRATION OF AUTHORITY TO GRANT INCENTIVE STOCK OPTIONS. No Incentive
Stock Option may be granted pursuant to the Plan after the day immediately prior to the tenth anniversary
of the Effective Date of the Plan, or the termination of the Plan, if earlier.

(f) RIGHT TO EXERCISE. During a Participant’s lifetime, an Incentive Stock Option may be exer-
cised only by the Participant or, in the case of the Participant’s Disability, by the Participant’s guardian or
legal representative.

(g) ELIGIBLE GRANTEES. The Committee may not grant an Incentive Stock Option to a person who
is not at the Grant Date an employee of the Company or a Parent or Subsidiary.

ARTICLE 8
STOCK APPRECIATION RIGHTS

8.1. GRANT OF STOCK APPRECIATION RIGHTS. The Committee is authorized to grant Stock
Appreciation Rights to Participants on the following terms and conditions:

(a) RIGHT TO PAYMENT. Upon the exercise of a Stock Appreciation Right, the Participant to whom
it is granted, has the right, to receive upon exercise, at the Committee’s election, either a payment in cash or
Shares, equal to the excess, if any, of:
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(1) The Fair Market Value of one Share on the date of exercise; over

(2) The base value of the Stock Appreciation Right as determined by the Committee, which shall
not be less than the Fair Market Value of one Share on the Grant Date (other than an SAR issued as a
substitute Award pursuant to Section 15.11 or uniess the SAR is granted in tandem with an Option after
the Grant Date of the Option, in which case, to the extent permitted under Section 409A of the Code
and the regulations promulgated thereunder, the base price of the SAR may equal the exercise price of
the related Option even if less than the Fair Market Value of one Share on the Grant Date of the SAR).

(b) OTHER TERMS. The terms, methods of exercise, methods of settlement, form of consideration
payable in settlement, and any other terms and conditions of any Stock Appreciation Right shall be deter-
mined by the Committee. With respect to a Stock Appreciation Right, the number of shares to be counted
against the share pool in Section 5.1 above shall be the number of net shares with respect to which the award
is granted.

ARTICLE 9
PERFORMANCE AWARDS

9.1. GRANT OF PERFORMANCE AWARDS. The Committee is authorized to grant Performance
Shares, Performance Units or Performance-Based Cash Awards to Participants on such terms and conditions as
may be selected by the Committee.

9.2. PERFORMANCE GOALS. The Committee may establish performance goals for Performance
Awards which may be based on any criteria selected by the Committee. Such performance goals may be described
in terms of Company-wide objectives or in terms of objectives that relate to the performance of the Participant,
an Affiliate or a division, region, department or function within the Company or an Affiliate. If the Committee
determines that a change in the business, operations, corporate structure or capital structure of the Company or
the manner in which the Company or an Affiliate conducts its business, or other events or circumstances render
performance goals to be unsuitable, the Committee may modify such performance goals in whole or in part, as
the Committee deems appropriate. If a Participant is promoted, demoted or transferred to a different business unit
or function during a performance period, the Committee may determine that the performance goals or perform-
ance period are no longer appropriate and may (i) adjust, change or eliminate the performance goals or the appli-
cable performance period as it deems appropriate to make such goals and period comparable to the initial goals
and period, or (ii) make a cash payment to the participant in an amount determined by the Committee. The fore-
going two sentences shall not apply with respect to a Performance Award that is intended to be a Qualified
Performance-Based Award, except to the extent the Committee exercises such negative discretion as is permitted
under applicable law for purposes of the Section 162(m) Exemption.

9.3. RIGHT 17O PAYMENT. The grant of a Performance Share to a Participant will entitle the
Participant to receive at a specified later time a specified number of Shares, or the equivalent cash value, if the
performance goals established by the Committee are achieved and the other terms and conditions thereof are sat-
isfied. The grant of a Performance Unit to a Participant will entitle the Participant to receive at a specified later
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time a specified dollar value, which may be settled in cash or other property, including Shares, variable under con-
ditions specified in the Award, if the performance goals in the Award are achieved and the other terms and con-
ditions thereof are satisfied. The grant of a Performance-Based Cash Award to a Participant will entitle the
Participant to receive at a specified later time a specified dollar value in cash variable under conditions specified
in the Award, if the performance goals in the Award are achieved and the other terms and conditions thereof are
satisfied. The Committee shall set performance goals and other terms or conditions to payment of the Performance
Awards in its discretion which, depending on the extent to which they are met, will determine the value of the
Performance Awards that will be paid to the Participant.

94, OTHER TERMS. The terms, methods of exercise, methods of settlement, form of consideration
payable in settlement, and any other terms and conditions of any Performance Awards shall be determined by the
Committee. For purposes of determining the number of Shares to be used in payment of a Performance Award
denominated in cash but payable in whole or in part in Shares or Restricted Stock, the number of Shares to be so
paid will be determined by dividing the cash value of the Award to be so paid by the Fair Market Value of a Share
on the date of determination by the Commitiee of the amount of the payment under the Award, or, if the
Committee so directs, the date immediately preceding the date the Award is paid.

ARTICLE 10
RESTRICTED STOCK AND RESTRICTED STOCK UNIT AWARDS

10.1. GRANT OF RESTRICTED STOCK AND RESTRICTED STOCK UNITS. The Committee is
authorized to make Awards of Restricted Stock or Restricted Stock Units to Participants in such amounts and sub-
ject to such terms and conditions as may be selected by the Committee, subject to Section 5.4.

10.2. ISSUANCE AND RESTRICTIONS. Restricted Stock or Restricted Stock Units shall be subject to
such restrictions on transferability and other restrictions as the Committee may impose (including, without limi-
tation, limitations on the right to vote Restricted Stock or the right to receive dividends on the Restricted Stock
or dividend equivalents on the Restricted Stock Units) covering a period of time specified by the Committee (the
“Restriction Period”). These restrictions may lapse separately or in combination at such times, under such cir-
cumstances, in such installments, upon the satisfaction of performance goals or otherwise, as the Comunittee
determines at the time of the grant of the Award or thereafter. Except as otherwise provided in an Award
Certificate, the Participant shall have all of the rights of a stockholder with respect to the Restricted Stock, and
the Participant shall have none of the rights of a stockholder with respect to Restricted Stock Units until such time
as Shares of Stock are paid in settlement of the Restricted Stock Units.

10.3. FORFEITURE. Except as provided in an Award Certificate or otherwise determined by the
Committee at the time of the grant of the Award or thereafter, immediately after termination of the Participant’s
employment or other service relationship with the Company and its Affiliates during the applicable Restriction
Period or upon failure to satisfy a performance goal during the applicable Restriction Period, Restricted Stock or
Restricted Stock Units that are at that time subject to restrictions shall be forfeited.

10.4.  DELIVERY OF RESTRICTED STOCK. Shares of Restricted Stock shall be delivered to the
Participant at the time of grant either by book-entry registration or by delivering to the Participant, or a custodi-
an or escrow agent (including, without limitation, the Company or one or more of its employees) designated by
the Committee, a stock certificate or certificates registered in the name of the Participant. If physical certificates
representing shares of Restricted Stock are registered in the name of the Participant, such certificates must bear
an appropriate legend referring to the terms, conditions, and restrictions applicable to such Restricted Stock.
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ARTICLE 11
DEFERRED STOCK UNITS

1.1, GRANT OF DEFERRED STOCK UNITS. The Committee is authorized to grant Deferred Stock
Units to Participants subject to such terms and conditions as may be selected by the Committee. Deferred Stock
Units shall entitle the Participant to receive Shares of Stock (or the equivalent value in cash or other property if
so determined by the Committee) at a future time as determined by the Committee, or as determined by the
Participant within guidelines established by the Committee in the case of voluntary deferral elections.

ARTICLE 12
DIVIDEND AND INTEREST EQUIVALENTS

12.1. GRANT OF DIVIDEND EQUIVALENTS. The Committee is authorized to grant Dividend
Equivalents to Participants subject to such terms and conditions as may be selected by the Committee. Dividend
Equivalents shall entitle the Participant to receive payments equal in value to the cash dividends that would have
been paid with respect to all or a portion of the number of Shares subject to any Award, if such Shares had been
outstanding, as determined by the Committee. The Committee may provide that Dividend Equivalents be paid or
distributed when accrued or be deemed to have been reinvested in additional Shares or units equivalent to Shares,
or otherwise reinvested.

12.2 GRANT OF INTEREST EQUIVALENTS. The Committee is authorized to grant Interest
Equivalents to Participants subject to such terms and conditions as may be selected by the Committee. Interest
Equivalents shall entitle the Participant to receive payments equal to a stated rate of return on the value of an out-
standing Award, as determined by the Committee. The Committee may provide that Interest Equivalents be paid
or distributed when accrued or be deemed to have been reinvested in additional Shares or units equivalent to
Shares, or otherwise reinvested.

ARTICLE 13
STOCK OR OTHER STOCK-BASED AWARDS

13.1. GRANT OF STOCK OR OTHER STOCK-BASED AWARDS. The Committee is authorized, sub-
ject to limitations under applicable law, to grant to Participants such other Awards that are payable in, valued in
whole or in part by reference to, or otherwise based on or related to Shares or other property, as deemed by the

Committee to be consistent with the purposes of the Plan, including without limitation Shares awarded purely as
a “bonus” and not subject to any restrictions or conditions, convertible or exchangeable debt securities, other
rights convertible or exchangeable into Shares, and Awards valued by reference to book value of Shares or the
value of securities of or the performance of specified Parents or Affiliates (“Other Stock-Based Awards™). Such
Other Stock-Based Awards shall also be available as a form of payment in the settlement of other Awards grant-
ed under the Plan. The Committee shall determine the terms and conditions of such Other Stock-Based Awards.

ARTICLE 14
QUALIFIED PERFORMANCE-BASED AWARDS

14.1.  QPTIONS AND STOCK APPRECIATION RIGHTS. The provisions of the Plan are intended to

ensure that all Options and Stock Appreciation Rights granted hereunder to any Covered Employee shall qualify
for the Section 162(m) Exemption.
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14.2. OTHER AWARDS. When granting an Award other than an Option or a Stock Appreciation Right,
the Committee may designate such Award as a Qualified Performance-Based Award, based upon a determination
that the recipient is or may be a Covered Employee with respect to such Award, and the Committee wishes such
Award to qualify for the Section 162(m) Exemption. If an Award is so designated, the Committee shall establish
performance goals for such Award within the time period prescribed by Section 162(m) of the Code based on one
or more of the following Qualified Business Criteria, which may be expressed in terms of Company-wide objec-
tives or in terms of objectives that relate to the performance of an Affiliate or a division, region, department, func-
tion or combination thereof within the Company or an Affiliate:

— Revenue

— Sales

— Profit (net profit, gross profit, operating profit, economic profit, profit margins or other corp
rate profit measures)

— Earnings on a pre-tax or post-tax basis (EBIT, EBITDA, eamings per share, earnings growth or
other corporate earnings measures)

— Net income (before or after taxes, operating income or other income measures)

— Cash (cash flow, cash generation or other cash measures)

— Stock price or performance

— Total stockholder return (stock price appreciation plus reinvested dividends divided by beginning
share price or other measures of return)

— Financial return measures (including, but not limited to, dividends, return on assets, capital,
equity, or sales, and cash flow return on assets, capital, equity, or sales);

— Market share measures

— Improvements in capital structure

— Expenses (operating expense, expense management, expense ratio, expense efficiency ratios or
other expense measures)

— Business expansion or consolidation {acquisitions and divestitures)

— Internal rate of return or increase in net present value

— Working capital targets relating to inventory and/or accounts receivable

— Planning accuracy (as measured by comparing planned results to actual results)

— Productivity improvement

— Inventory measures (turns, reduction, shrink)

— Customer relations (count, frequency, size of basket, attitude)

— Compliance goals (employee turnover, social goals, diversity goals, safety programs, regulatory
or legal compliance)

— Goals relating to business expansion, acquisitions and divestitures.

Performance goals with respect to the foregoing Qualified Business Criteria may be specified in absolute
terms, in percentages, or in terms of growth from period to period or growth rates over time, as well as meas-
ured relative to an established or specially-created performance index of Company competitors or peers. Any
member of a specially-created performance index that undergoes a corporate event or transaction of a kind
described in Article 16 or that files a petition for bankruptcy during a measurement period shall be disre-
garded from and after such event, unless the Committee determines not to disregard such entity or to make
some other adjustment to measuring the performance index and the effect of such Committee determination
is to reduce the amount payable under any affected Qualified Performance-Based Award. Performance goals
need not be based upon an increase or positive result under a business criterion and could include, for exam-
ple, the maintenance of the status quo or the limitation of economic losses (measured, in each case, by ref-
erence to a specific business criterion). Notwithstanding anything herein to the contrary, the Committee may
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exercise, with respect to such Qualified Business Criteria and related performance goals, such negative dis-
cretion as is permitted under applicable law for purposes of the Section 162(m) Exemption.

14.3. PERFORMANCE GOALS. Each Qualified Performance-Based Award (other than a market-priced
Option or SAR) shall be earned, vested and payable (as applicable) only upon the achievement of performance
goals established by the Committee based upon one or more of the Qualified Business Criteria, together with the
satisfaction of any other conditions, such as continued employment, as the Committee may determine to be appro-
priate; provided, however, that the Committee may provide, either in connection with the grant thereof or by
amendment thereafter, that achievement of such performance goals will be waived upon the death or Disability
of the Participant, or upon a Change in Control. Performance periods established by the Committee for any such
Qualified Performance-Based Award may be as short as three months and may be any longer period. In addition,
the Committee may reserve the right, in connection with the grant of a Qualified Performance-Based Award, to
exercise negative discretion to determine that the portion of such Award actually eamed, vested and/or payable
(as applicable) shall be less than the portion that would be earned, vested and/or payable based solely upon appli-
cation of the applicable performance goals.

144.  INCLUSIONS AND EXCILUSIONS FROM PERFORMANCE CRITERIA. The Committee may
determine prospectively, at the time that goals under this Article 14 are established, whether or not to adjust any
such goals during or after the fiscal year period to take into consideration and/or mitigate the unbudgeted impact
of unusual or non-recurring gains and losses, accounting changes, acquisitions, dispositions, divestitures, and/or
"extraordinary items" within the meaning of generally accepted accounting principles ("non-recurring items"), or
if such non-recurring items were not foreseen or were not quantifiable at the time such goals were established,
upon the occurrence of such non-recurring items, including any of the following that occur during a fiscal year
period: (a) asset write-downs or impairment charges; (b) litigation or claim costs, judgments or settlements; (c)
the effect of changes in tax laws, accounting principles or other laws or provisions affecting reported results; (d)
restatements occurring as a result of errors that arise from events other than fraud or failures in performance; (€)
accruals for reorganization and restructuring programs; (f) extraordinary nonrecurring items as described in
Accounting Principles Board Opinion No. 30 and/or in management's discussion and analysis of financial condi-
tion and results of operations appearing in the Company's annual report to stockholders for the applicable year;
(g) acquisitions or divestitures; and (h) foreign exchange gains and losses.

14.5. CERTIFICATION OF PERFORMANCE GOALS. Any payment of a Qualified Performance-Based
Award granted with performance goals pursuant to Section 14.3 above shall be conditioned on the written certi-
fication of the Committee in each case that the performance goals and any other material conditions were satis-
fied. Except as specifically provided in Section 14.3, no Qualified Performance-Based Award held by a Covered
Employee or by an employee who in the reasonable judgment of the Committee may be a Covered Employee on
the date of payment, may be amended, nor may the Comrmittee exercise any discretionary authority it may other-
wise have under the Plan with respect to a Qualified Performance-Based Award under the Plan, in any manner to
waive the achievement of the applicable performance goal based on Qualified Business Criteria or to increase the
amount payable pursuant thereto or the value thereof, or otherwise in a manner that would cause the Qualified
Performance-Based Award to cease to qualify for the Section 162(m) Exemption.

ARTICLE 15
PROVISIONS APPLICABLE TO AWARDS

15.1. STAND-ALONE AND TANDEM AWARDS. Awards granted under the Plan may, in the discretion
of the Committee, be granted either alone or in addition to, in tandem with, any other Award granted under the
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Plan. Subject to Section 17.2, Awards granted in addition to or in tandem with other Awards may be granted either
at the same fime as or at a different time from the grant of such other Awards.

15.2. TERM OF AWARD. The term of each Award shall be for the period as determined by the
Committee, provided that in no event shall the term of any Option or a Stock Appreciation Right exceed a peri-
od of ten years from its Grant Date (or, if Section 7.2(d) applies, five years from its Grant Date).

15.3. EORM OF PAYMENT FOR AWARDS. Subject to the terms of the Plan and any applicable law
(including, but not limited Section 409A of the Code and the regulations promulgated thereunder) or Award
Certificate, payments or transfers to be made by the Company or an Affiliate on the grant or exercise of an Award
may be made in such form as the Committee determines at or after the Grant Date, including without limitation,
cash, Stock, other Awards, or other property, or any combination, and may be made in a single payment or trans-
fer, in instailments, or on a deferred basis, in each case determined in accordance with rules adopted by, and at
the discretion of, the Committee.

154, LIMITS ON TRANSFER. No right or interest of a Participant in any unexercised or restricted
Award may be pledged, encumbered, or hypothecated to or in favor of any party other than the Company or an
Affihate, or shall be subject to any lien, obligation, or liability of such Participant to any other party other than
the Company or an Affiliate. No unexercised or restricted Award shall be assignable or transferable by a
Participant other than by will or the laws of descent and distribution; provided, however, that the Committee may
(but need not) permit other transfers where the Committee concludes that such transferability (i) does not result
in accelerated taxation, (ii) does not cause any Option intended to be an Incentive Stock Option to fail to be
described in Code Section 422(b), and (iii) is otherwise appropriate and desirable, taking into account any factors
deemed relevant, including without limitation, state or federal tax or securities laws applicable to transferable
Awards. Any purported transfer in violation of this Section 15.4 shall be null and void.

15.5. BENEFICIARIES. Notwithstanding Section 15.4, a Participant may, in the manner determined by
the Committee, designate a beneficiary to exercise the rights of the Participant and to receive any distribution with
respect to any Award upon the Participant’s death. A beneficiary, legal guardian, legal representative, or other per-
son claiming any rights under the Plan is subject to all terms and conditions of the Plan and any Award Certificate
applicable to the Participant, except to the extent the Plan and Award Certificate otherwise provide, and to any
additional restrictions deemed necessary or appropriate by the Committee. If no beneficiary has been designated
or survives the Participant, payment shall be made to the Participant’s surviving spouse or, in the absence of a sur-
viving spouse, to the Participant’s estate. Subject to the foregoing, a beneficiary designation may be changed or
revoked by a Participant at any time provided the change or revocation is filed with the Company.

15.6.  STOCK CERTIFICATES. All Stock issuable under the Plan is subject to any stop-transfer orders
and other restrictions as the Committee deems necessary or advisable to comply with federal or state securities
laws, rules and regulations and the rules of any national securities exchange or automated quotation system on
which the Stock is listed, quoted, or traded. The Committee may place legends on any Stock certificate or issue
instructions to the transfer agent to reference restrictions applicable to the Stock.

15.7. EFFECT OF A CHANGE IN CONTROL. The provisions of this Section 15.7 shall apply in the case
of a Change in Control, unless otherwise provided in the Award Certificate or any special Plan document or sep-
arate agreement with a Participant governing an Award.

(a) Awards not Assumed or Substiited by Surviving Entity. Upon the occurrence of a Change in
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Control, and except with respect to any Awards assumed by the Surviving Entity or otherwise equitably con-
verted or substituted in connection with the Change in Control in a manner approved by the Committee or
the Board: (i) outstanding Options, SARs, and other Awards in the nature of rights that may be exercised
shall become fully exercisable and shall remain exercisable for their full term, (ii) time-based vesting restric-
tions on outstanding Awards shall [apse, and (iii) the target payout opportunities attainable under outstand-
ing performance-based Awards shall be deemed to have been fully earned as of the effective date of the
Change in Control based upon the greater of: (A) an assumed achievement of all relevant performance goals
at the “target” level, or (B) the actual level of achievement of all relevant performance goals against target
as of the Company’s fiscal quarter end preceding the Change in Control, and, in either such case, there shali
be a prorata payout to Participants within thirty (30) days following the Change in Control based upon the
length of time within the performance period that has elapsed prior to the Change in Control. Any Awards
shall thereafter continue or lapse in accordance with the other provisions of the Plan and the Award
Certificate. To the extent that this provision causes Incentive Stock Options to exceed the dollar limitation
set forth in Section 7.2(b), the excess Options shall be deemed to be Nonstatutory Stock Options.

(b) Awards Assumed or Substituted by Surviving Entity. With respect to Awards assumed by the

Surviving Entity or otherwise equitably converted or substituted in connection with a Change in Control,
unless the Award Certificate expressly provides otherwise: if within two years after the effective date of the
Change in Control, a Participant’s employment is terminated without Cause or the Participant resigns for
Good Reason, then (i) all of that Participant’s outstanding Options, SARs and other Awards in the nature of
rights that may be exercised shall become fully exercisable and shall remain exercisable for their full term,
(i1) all time-based vesting restrictions on outstanding Awards shall lapse, and (iii) the target payout opportu-
nities attainable under all of that Participant’s outstanding performance-based Awards shall be deemed to
have been fully earned as of the date of termination based upon the great of: (A) an assumed achievement
of all relevant performance goals at the “target” level, or (B) the actual level of achievement of all relevant
performance goals against target as of the Company’s fiscal quarter end preceding the Change in Control,
and, in either such case, there shall be a prorata payout to such Participant within thirty (30) days following
the date of termination of employment based upon the length of time within the performance period that has
¢lapsed prior to the date of termination of employment. Any Awards shall thereafter continue or lapse in
accordance with the other provisions of the Plan and the Award Certificate. To the extent that this provision
causes Incentive Stock Options to exceed the dollar limitation set forth in Section 7.2(b), the excess Options
shall be deemed to be Nonstatutory Stock Options.

(c) For purposes of Section 15.7 (a) and (b), “target” shall mean the amount of the performance-based
Award initially granted to a Participant as a “target” amount to be awarded subject to adjustment pursuant to
the terms and conditions of the Award.

15.8. DISCRETIONARY ACCELERATION. Regardless of whether an event has occurred as described
in Section 15.7 above, and subject to Article 14 as to Qualified Performance-Based Awards, the Committee may
in its sole discretion at any time determine that, upon the termination of service of a Participant, or the occurrence
of a Change in Control, all or a portion of such Participant’s Options, SARs and other Awards in the nature of
rights that may be exercised shall become fully or partially exercisable, that all or a part of the restrictions on all
or a portion of the Participant’s outstanding Awards shall lapse, and/or that any performance-based criteria with
respect to any Awards held by that Participant shall be deemed to be wholly or partially satisfied, in each case, as
of such date as the Committee may, in its sole discretion, declare. The Committee may discriminate among
Participants and among Awards granted to a Participant in exercising its discretion pursuant to this Section 15.8.
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15.9. TERMINATION OF EMPLOYMENT. The Committee shall be entitled to make such rules, regu-
lations, and determinations as it deems appropriate under this Plan in respect of any leave of absence taken by an
employee or any other change in employment status, such as a change from full time employment to a consult-
ing relationship, of an employee relative to an Award. Without limiting the foregoing, the Committee shall be enti-
tled to determine (i) whether or not any such leave of absence or other change in employment status, including
the receipt of continuing payments provided pursuant to a written severance or employment agreement, shall con-
stitute a termination of employment within the meaning of this Plan and (ii) the impact, if any, of any such leave
of absence or other change in employment status on Awards under this Plan made to any employee who takes
such leave of absence or otherwise changes his or her employment status. To the extent that this provision caus-
es Incentive Stock Options to extend beyond three months from the date a Participant is deemed to cease to be an
employee of the Company, a Parent or Subsidiary for purposes of Sections 424(e) and 424(f) of the Code, the
Options held by such Participant shall be deemed to be Nonstatutory Stock Options.

15.10. FORFEITURE EVENTS. The Committee may specify in an Award Certificate that the Participant’s
rights, payments and benefits with respect to an Award shall be subject to reduction, cancellation, forfeiture or
recoupment upon the occurrence of certain specified events. Such events may include, but are not limited to, ter-
mination of employment for Cause, violation of material Company or Affiliate policies, breach of non-competi-
tion, confidentiality or other restrictive covenants that may apply to the Participant, or other conduct by the
Participant that is detrimental to the business or reputation of the Company or any Affiliate.

15.11. SUBSTITUTE AWARDS. The Committee may grant Awards under the Plan in substitution for
stock and stock-based awards held by employees of another entity who become employees of the Company or an
Affiliate as a result of a merger or consolidation of the former employing entity with the Company or an Affiliate
or the acquisition by the Company or an Affiliate of property or stock of the former employing corporation. The
Committee may direct that the substitute awards be granted on such terms and conditions as the Committee con-
siders appropriate in the circumstances.

ARTICLE 16
CHANGES IN CAPITAL STRUCTURE

16.1. GENERAL. In the event of a corporate event or transaction involving the Company (including,
without limitation, any stock dividend, stock split, extraordinary cash dividend, recapitalization, reorganization,
merger, consolidation, split-up, spin-off, combination or exchange of shares), the authorization limits under
Section 5.1 and 5.4 shall be adjusted proportionately, and the Committee may adjust the Plan and Awards to pre-
serve the benefits or potential benefits of the Awards. Action by the Committee may include: (i) adjustment of the
number and kind of shares which may be delivered under the Plan; (ii) adjustment of the number and kind of
shares subject to outstanding Awards; (iii) adjustment of the exercise price of outstanding Awards or the measure
to be used to determine the amount of the benefit payable on an Award; and (iv) any other adjustments that the
Committee determines to be equitable. In addition, upon the occurrence or in anticipation of such an event, the
Committee may, in its sole discretion, provide (i) that Awards will be settled in cash rather than Stock, (ii) that
Awards will become immediately vested and exercisable and will expire after a designated period of time to the
extent not then exercised, (iii) that Awards will be assumed by another party to a transaction or otherwise be equi-
tably converted or substituted in connection with such transaction, (iv) that outstanding Awards may be settled by
payment in cash or cash equivalents equal to the excess of the Fair Market Value of the underlying Stock, as of a
specified date associated with the transaction, over the exercise price of the Award, (v) that performance targets
and performance periods for Performance Awards will be modified, consistent with Code Section 162(m) where
applicable, or (vi) any combination of the foregoing. The Committee’s determination need not be uniform and
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may be different for different Participants whether or not such Participants are similarly situated. Without limit-

ing the foregoing, in the event of a subdivision of the outstanding Stock (stock-split), a declaration of a dividend
payable in Shares, or a combination or consolidation of the outstanding Stock into a lesser number of Shares, the
authorization limits under Section 5.1 and 5.4 shall automatically be adjusted proportionately, and the Shares then
subject to each Award shall automatically be adjusted proportionately without any change in the aggregate pur-
chase price therefore. To the extent that any adjustments made pursuant to this Article 15 cause Incentive Stock
Options to cease to qualify as Incentive Stock Options, such Options shall be deemed to be Nonstatutory Stock
Options.

ARTICLE 17
AMENDMENT, MODIFICATION AND TERMINATION

17.1. AMENDMENT, MODIFICATION AND TERMINATION.

(a) The Board or the Committee may, at any time and from time to time, amend, modify or terminate
the Plan without stockholder approval; provided, however, that if an amendment to the Plan would, in the
reasonable opinion of the Board or the Committee, either (i) materially increase the number of Shares avail-
able under the Plan, (ii) expand the types of awards under the Plan, (iii) materially expand the class of par-
ticipants eligible to participate in the Plan, (iv) materially extend the term of the Plan, or (v) otherwise con-
stitute a material change requiring stockholder approval under applicable laws or the applicable listing or
other requirements of an Exchange, then such amendment shall be subject to stockholder approval; and pro-
vided, further, that the Board or Committee may condition any amendment or modification on the approval
of stockholders of the Company for any reason, including by reason of such approval being necessary or
deemed advisable to (i) to comply with the listing or other requirements of an Exchange, or (ii) to satisfy any
other tax, securities or other applicable laws, policies or regulations.

(b) No termination, amendment, or modification of the Plan shall adversely affect any Award previ-
ously granted under the Plan, without the written consent of the Participant affected thereby. An outstanding
Award shall not be deemed to be “adversely affected” by a Plan amendment if such amendment would not
reduce or diminish the value of such Award determined as if the Award had been exercised, vested, cashed
in or otherwise settled on the date of such amendment (with the per-share value of an Option or Stock
Appreciation Right for this purpose being calculated as the excess, if any, of the Fair Market Value as of the
date of such amendment over the exercise price or base value of such Award).

(c) Notwithstanding the foregoing, the Company reserves the right to amend the Plan or any Award
granted under the Plan, by action of the Board or the Committee, without the consent of any affected
Participant, to the extent deemed necessary or appropriate for purposes of maintaining compliance with
Section 409A of the Code and the regulations promulgated thereunder.

17.2. AWARDS PREVIOUSLY GRANTED. At any time and from time to time, the Committee may
amend, modify or terminate any outstanding Award without approval of the Participant; provided, however:

(a) Subject to the terms of the applicable Award Certificate, such amendment, modification or termi-
nation shall not, without the Participant’s consent, reduce or diminish the value of such Award determined
as if the Award had been exercised, vested, cashed in or otherwise settled on the date of such amendment or
termination (with the per-share value of an Option or Stock Appreciation Right for this purpose being cal-
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culated as the excess, if any, of the Fair Market Value as of the date of such amendment or termination over
the exercise or base price of such Award);

(b) The original term of an Option may not be extended without the prior approval of the stockholders
of the Company; and

(c) Except as otherwise provided in Article 16, the exercise price of an Option may not be reduced,
directly or indirectly, without the prior approval of the stockholders of the Company.

ARTICLE 18
GENERAL PROVISIONS

18.1. NO RIGHTS TO AWARDS: NON-UNIFORM DETERMINATIONS. No Participant or any
Eligible Individual shall have any claim to be granted any Award under the Plan. Neither the Company, its
Affiliates nor the Committee is obligated to treat Participants or Eligible Individuals uniformly, and determina-
tions made under the Plan may be made by the Committee selectively among Eligible Individuals who receive,
or are eligible to receive, Awards (whether or not such Eligible Individuals are similarly situated).

182,  NO STOCKHOLDER RIGHTS. No Award gives a Participant any of the rights of a stockholder of
the Company unless and until Shares are in fact issued to such Participant in connection with the Award.

18.3. WITHHOLDING. The Company or any Affiliate shall have the authority and the right to deduct or
withhold, or require a Participant to remit to the Company, an amount sufficient to satisfy federal, state, and local
taxes (including the Participant’s FICA obligation) required by law to be withheld with respect to any exercise,
lapse of restriction or other taxable event arising as a result of the Plan or an Award. If Shares are permitted to be
surrendered to the Company to satisfy tax obligations in excess of the minimum tax withholding obligation, such
Shares must have been held by the Participant as fully vested shares for such period of time, if any, as necessary
to avoid the recognition of an expense under generally accepted accounting principles. The Company shall have
the authority to require a Participant to remit cash to the Company in lieu of the surrender of Shares for tax with-
holding obligations if the surrender of Shares in satisfaction of such withholding obligations would result in the
Company’s recognition of expense under generally accepted accounting principles. With respect to withholding
required upon any taxable event under the Plan, the Committee may, at the time the Award is granted or there-
after, require or permit that any such withholding requirement be satisfied, in whole or in part, by withholding
from the Award Shares having a Fair Market Value on the date of withholding equal to the minimum amount (and
not any greater amount) required to be withheld for tax purposes.

18.4.  NO RIGHT TO CONTINUED SERVICE. Nothing in the Plan, any Award Certificate or any other
document or statement made with respect to the Plan, shall interfere with or limit in any way the right of the

Company or any Affiliate to terminate any Participant’s employment or status as an officer, director or consultant
at any time, nor confer upon any Participant any right to continue as an employee, officer, director or consultant
of the Company or any Affiliate, whether for the duration of a Participant’s Award or otherwise.

18.5.  UNFUNDED STATUS OF AWARDS. The Plan is intended to be an “unfunded” plan for incentive
and deferred compensation. With respect to any payments not yet made to a Participant pursuant to an Award,
nothing contained in the Plan or any Award Certificate shall give the Participant any rights that are greater than
those of a general creditor of the Company or any Affiliate. This Plan is not intended to be subject to ERISA.
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18.6. RELATIONSHIP TQ OTHER BENEFITS. No payment under the Plan shall be taken into account
in determining any benefits under any pension, retirement, savings, profit sharing, group insurance, welfare or
benefit plan of the Company or any Affiliate unless specifically provided otherwise in such other plan.

18.7.  TITLES AND HEADINGS. The titles and headings of the Sections in the Plan are for convenience
of reference only, and in the event of any conflict, the text of the Plan, rather than such titles or headings, shall

control,

18.8. GENDER AND NUMBER. Except where otherwise indicated by the context, any masculine term
used herein also shall include the feminine; the plural shall include the singular and the singular shall include the
plural.

18.9. FRACTIONAI SHARES. No fractional Shares shall be issued and the Committee shall determine,
in its discretion, whether cash shall be given in lieu of fractional Shares or whether such fractional Shares shall
be eliminated by rounding up or down.

18.10. GOVERNMENT AND OTHER REGULATIONS.

(a) Notwithstanding any other provision of the Plan, no Participant who acquires Shares pursuant to the
Plan may, during any period of time that such Participant is an affiliate of the Company (within the mean-
ing of the rules and regulations of the Securities and Exchange Commission under the 1933 Act), sell such
Shares, unless such offer and sale is made (i) pursuant to an effective registration statement under the 1933
Act, which is current and includes the Shares to be sold, or (ii) pursuant to an appropriate exemption from
the registration requirement of the 1933 Act, such as that set forth in Rule 144 promulgated under the 1933
Act.

(b) Notwithstanding any other provision of the Plan, if at any time the Committee shall determine that
the registration, listing or qualification of the Shares covered by an Award upon any Exchange or under any
foreign, federal, state or local law or practice, or the consent or approval of any governmental regulatory
body, is necessary or desirable as a condition of, or in connection with, the granting of such Award or the
purchase or receipt of Shares thereunder, no Shares may be purchased, delivered or received pursuant to such
Award unless and until such registration, listing, qualification, consent or approval shall have been effected
or obtained free of any condition not acceptable to the Committee. Any Participant receiving or purchasing
Shares pursuant to an Award shall make such representations and agreements and furnish such information
as the Committee may request to assure compliance with the foregoing or any other applicable legal require-
ments. The Company shall not be required to issue or deliver any certificate or certificates for Shares under
the Plan prior to the Committee’s determination that all related requirements have been fulfilled. The
Company shall in no event be obligated to register any securities pursuant to the 1933 Act or applicable state
or foreign law or to take any other action in order to cause the issuance and delivery of such certificates to
comply with any such law, regulation or requirement.

18.11. GOVERNING LAW. To the extent not governed by federal law, the Plan and all Award Certificates
shall be construed in accordance with and governed by the laws of the State of Delaware.

18.12. ADDITIONAL PROVISIONS. Each Award Certificate may contain such other terms and condi-
tions as the Committee may determine; provided that such other terms and conditions are not inconsistent with
the provisions of the Plan.
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18.13.  NO LIMITATIONS ON RIGHTS OF COMPANY. The grant of any Award shall not in any way
affect the right or power of the Company to make adjustments, reclassification or changes in its capital or busi-
ness structure or to merge, consolidate, dissolve, liquidate, sell or transfer all or any part of its business or assets.
The Plan shall not restrict the authority of the Company, for proper corporate purposes, to draft or assume awards,
other than under the Plan, to or with respect to any person. If the Committee so directs, the Company may issue
or transfer Shares to an Affiliate, for such lawful consideration as the Committee may specify, upon the condition
or understanding that the Affiliate will transfer such Shares to a Participant in accordance with the terms of an
Award granted to such Participant and specified by the Committee pursuant to the provisions of the Plan,

18.14. INDEMNIFICATION. Each person who is or shall have been a member of the Committee, or of the
Board, or an officer of the Company to whom authority was delegated in accordance with Article 4 shall be
indemnified and held harmless by the Company against and from any loss, cost, liability, or expense that may be
imposed upon or reasonably incurred by him or her in connection with or resulting from any claim, action, suit,

or proceeding to which he or she may be a party or in which he or she may be involved by reason of any action
taken or failure to act under the Plan and against and from any and all amounts paid by him or her in settlement
thereof, with the Company’s approval, or paid by him or her in satisfaction of any judgment in any such action,
suit, or proceeding against him or her, provided he or she shall give the Company an opportunity, at its own
expense, to handle and defend the same before he or she undertakes to handle and defend it on his or her own
behalf, unless such loss, cost, liability, or expense is a result of his or her own willful misconduct or except as
expressly provided by statute. The foregoing right of indemnification shall not be exclusive of any other rights of
indemnification to which such persons may be entitled under the Company’s charter or bylaws, as a matter of law,
or otherwise, or any power that the Company may have to indemnify them or hold them harmless.

18.15. EFOREIGN PARTICIPANTS. In order to facilitate the granting of Awards to Eligible Individuals
who are foreign nationals or who are employed outside of the United States of America, the Committee may pro-
vide for such special terms and conditions, including without limitation substitutes for Awards, as the Committee
may consider necessary or appropriate to accommodate differences in local law, tax policy or custom. The
Committee may approve any supplements to, or amendments, restatements or alternative versions of this Plan as
it may consider necessary or appropriate for the purposes of this Section 18.16 without thereby affecting the terms
of this Plan as in effect for any other purpose, and the Secretary or other appropriate officer of the Company may
certify any such documents as having been approved and adopted pursuant to properly delegated authority; pro-
vided, that no such supplements, amendments, restatements or alternative versions shall include any provisions
that are inconsistent with the spirit of this Plan, as then in effect. Participants subject to the laws of a foreign juris-
diction may request copies of, or the right to view, any materials that are required to be provided by the Company
pursuant to the laws of such jurisdiction.

18.16. NOTICE. Except as otherwise provided in this Plan, any notice which either the Company or a
Participant may be required or permitted to give shall be in writing and may be delivered personally, by intraof-
fice mail, by fax, by electronic mail or other electronic means, or via a postal service, postage prepaid, to such
electronic mail or postal address and directed to such person as the Company may notify Participants from time
to time; and to the Participant at the Participant’s electronic mail or postal address as shown on the records of the
Company from time to time, or at such other electronic mail or postal address as the Participant, by notice to the
Company, may designate in writing from time to time.

18.17. INUREMENT OF RIGHTS AND OBLIGATIONS. The rights and obligations under this Plan and
any related documents shall inure to the benefit of, and shall be binding upon, the Company, its successors and
assigns, and the Participants and their beneficiaries.
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18.18. COSTS AND EXPENSES. Except as otherwise provided herein, the costs and expenses of admin-
istering this Plan shall be borne by the Company, and shall not be charged to any Award or to any Participant
receiving an Award. Costs and expenses associated with the redemption or exercise of any Award under this Plan,
including, but not limited to, commissions charged by any agent of the Company, may be charged to the
Participant.

18.19. COMPLIANCE WITH CODE SECTION 409A. The Plan is intended to comply with Code Section
409A. Notwithstanding any provision of the Plan to the contrary, the Plan shall be interpreted, operated and
administered consistent with this intent.

18.20. ARBITRATION. All claims, disputes and controversies arising out of or in any way related to this
Plan or any Award hereunder, including any claim, dispute or controversy relating to the validity or enforceabil-
ity of this Plan or any Award, shall be resolved by binding arbitration administered by the American Arbitration
Association pursuant to the Commercial Arbitration Rules of the American Arbitration Association in effect as of
the time that the dispute, claim or controversy is submitted for resolution. Arbitration hearings shall be held in
Charlotte, North Carolina, and judgment upon any award may be entered by any court having jurisdiction. The
costs of arbitration, including the fees and expenses of the arbitrator, shall be shared equally by the parties unless
otherwise required by law or directed by the arbitrator in his or her award. Each party shall be responsible for pay-
ing its or his own attorneys’ fees unless the arbitrator orders otherwise in compliance with governing law. All
aspects of the arbitration process, including the demand for arbitration, the hearing, and the record of the pro-
ceeding, are confidential and shall not be open to or disclosed to any third party or the public, unless required by
law, including judicial or administrative process, or in connection with a regulatory inquiry, investigation or pro-
ceeding.
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VOTE BY INTERNET - www.proxyvote.com
] llA“ Use the internet o transmit your voting instructions and for electronic
k @ delivery of information up until 11:58 P.M. Eastern Time the day before the
meeting date. Have your proxy card in hand when you access the web site
PO. BOX 1017 and follow the instructions to obtain your records and to create an electronic

voting instruction form.

CHARLOTTE, NC 28201
ELECTRONIC DELIVERY OF FUTURE SHAREHOLDER
COMMUNICATIONS
if you would iike to reduce the costs incurred by Family Dollar Stores, inc.
in mailing proxy materials, you can consent to receiving all future proxy .
statements, proxy cards and annual reports electronically via e-mail or the
Internet. To sign up for electronic delivery, please follow the instructions
above to vote using the Intemet and, when prompted, indicate that you
agree to receive or access shareholder communications electronically in
future years. :

VOTE BY PHONE - 1-800-690-6903

Use any touch-tone telephone to transmit your voting instructions up until
11:59 P.M. Eastern Time the day before the meeting date. Have your
proxy card in hand when you call and then follow the simple instructions
the Vote Voice provides you.

VOTE BY MAIL

Mark, sign and date your proxy card and return it in the postage-paid
envelope we have provided or return it to Family Dellar Stores, Inc.,
c/o ADP, 51 Mercedes Way, Edgewood, NY 11717.

TO VOTE, MARK BLOCKS BELOW IN BLUE OR BLACK INK AS FOLLOWS: FMLYD1 KEEP THIS PORTION FOR YOUR RECORDS

THIS PROXY CARD IS VALID ONLY WHEN SIGNED AND DATED. ~ DETACH AND RETURN THIS PORTION ONLY

FANILY DOLLAR STORES, INC.

Vote on Directors

1. ELECTION OF DIRECTORS For Withhold For Al (INSTRUCTION: To withhold authority to vote
- All Al E for any individual nominee, mark “For All Except’
Nominees: ) . xcept and print that nominee's name below.)
01) Mark R. Bernstein 05) Howard R, Levine
02) Sharon Allred Decker 06) George R. Mahoney, Jr.
03) Edward C. Dolby 07) James G. Martin 0 0 0O

04) Glenn A, Eisenberg

For Against Abstain
Vote on Proposals

2. Approval of Family Dollar Stores, Inc. 2006 Incentive Plan: 0 0 0

3. Ratification of the appointment of PricewaterhouseCoopers LLP as Independent Registered Public Accountants: 0 ()] 0

4. In their discretion, upon such other business as may properly come before the meeting or any adjournments thereof.

This Proxy is revocable, and the undersigned retains the right to attend this meeting and to vote his or her stock in person.
The undersigned hereby acknowledges receipt of the Notice of Annual Meeting of Shareholders and Proxy Statement.

(Please sign exactly as your name appears at right. If there is more than one
owner, each should sign. When signing as a fiduciary or representative,
please give full title as such. If the signer is a corporation, please sign full
corporate name by duly authorized officer. If a partnership, please sign in
partnership name by authorized person.)

Yes No
HOUSEHOLDING ELECTION - Please indicate if you
consent to receive certain future investor
communications in a single package per household. 0 0

Signature [PLEASE SIGN WITHIN BOX) Date Signature (Joint Owners) Date




HOUSEHOLDING - The Securities and Exchange Commission has enacted a rule that allows multiple investors residing at the
same address the convenience of receiving a single copy of annual reports, proxy statements, prospectuses and other disclosure
documents if they consent to do so. We will allow Househelding only upon certain conditions. Some of those conditions are:

You agree to or do not object to the Householding of your materials,
You have the same last name and exact address as another investor(s)

The HOUSEHOLDING ELECTION which appears on the attached proxy card, provides a means for you to notify us whether or not
you consent to participate in Householding. By marking “Yes” in the block provided, you consent to participate in Householding. By
marking “No" you withhold your consent to participate. 1f you do nothing you will be deemed to have given your consent to
participate, and Householding will start 60 days after the mailing of this notice. Your consent to Householding will be perpetual
unless you withhold or revoke it. You may revoke your consent at any time by contacting ADP-ICS, either by calling toll-free at (800)
542-1061, or by writing to ADP-ICS, Householding Department, 51 Mercedes Way, Edgewood, New York, 11717. We will remove
you from the Householding program within 30 days of receipt of your response, following which you will receive an individual copy
of all disclosure documents.

FAMILY DOLIAR 5
PROXY

FAMILY DOLLAR STORES, INC.
Proxy for Annual Meeting of Shareholders on January 19, 2006

THIS PROXY IS SOLICITED ON BEHALF OF THE BOARD OF DIRECTORS

The undersigned hereby appoints Howard R. Levine and R. James Kelly, or either one of them, with full power of
substitution, proxies of the undersigned to the Annual Meeting of Shareholders of Family Dollar Stores, Inc. to be held at 2:00 p.m.
on Thursday, January 19, 2006, at the office of the Company at 10401 Monroe Road, Matthews, North Carolina, or at any adjournments
thereof, with all the powers which the undersigned would possess if personally present, and instructs them to vote upon any
matter which may properly be acted upon at this meeting, and specifically as indicated on the reverse side.

This Proxy, if received and correctly signed, will be voted in accordance with the choices specified. If a choice is not specified, this
Proxy will be voted in favor of the election of the Directors named, for the approval of Family Dollar Stores, Inc. 2006 Incentive
Plan and for the ratification of the appointment of the Independent Registered Public Accountants.

(Please Sign on Reverse Side)

PLEASE SIGN AND RETURN PROXY PROMPTLY IN THE ACCOMPANYING ENVELOPE. NO POSTAGE IS REQUIRED.
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PART I

This report contains “forward-looking statements” that are based on the current expectations of Family Dollar
Stores, Inc. Actual results in future periods may differ materially from those expressed or implied by those forward-looking
statements because of a number of factors set forth in this Annual Report on Form 10-K (“Report”). Statements that are
Jorward-looking may be identified by the use of the words “plan,” “estimate,” “expect,” “anticipate,” "probably,”
“should,” “project,” “intend,” “continue,” and similar terms and expressions. For a discussion of the factors that may
affect the Company’s future business and prospects, see Management’s Discussion and Analysis (“MD&A ") - Cautionary

Statement Regarding Forward-Looking Statements.
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Information is provided herein with respect to the Company s operations related to the Company’s fiscal years
ended on August 27, 2005 (“fiscal 2005”); on August 28, 2004 (“fiscal 2004”); on August 30, 2003 (“fiscal 2003"); on
August 31, 2002 (“fiscal 2002”); and on September 1, 2001 (“fiscal 20017); and the fiscal year ending on August 26, 2006
(“fiscal 2006").

ITEM 1. BUSINESS
General

Family Dollar Stores, Inc., (together with its wholly-owned subsidiaries and entities referred to herein as the
“Company”) operates a chain of almost 6,000 retail discount stores in a 44-state area, providing primarily low to lower-
middle income consumers with a wide range of general merchandise at highly competitive prices in convenient neighborhood
stores. The goods offered by the Company generally have price points that range from under one dollar to ten dollars and
include apparel, food, cleaning and paper products, home decor, beauty and health aids, toys, pet products, automotive
products, domestics and seasonal goods.

The original predecessor of the Company was organized in 1959 to operate a self-service retail store in Charlotte,
North Carolina. In subsequent years, additional stores were opened, and separate corporations generally were organized to
operate these stores. Family Dollar Stores, Inc., was incorporated in Delaware in 1969, and all then-existing corporate
entities became its wholly-owned subsidiaries.

Overview of Business Operations

The Company owns or leases and operates all of its retail discount stores located in 44 states of the United States.
The Company’s stores are operated on a self-service basis, and low overhead permits the sale of merchandise at a relatively
moderate markup. As discussed below, the Company’s merchandise consists of a variety of hardline and softline
merchandise. The Company’s stores are located in urban, suburban, small town and rural markets. See Properties herein.
The Company’s relatively small store size allows the Company to select store locations that provide neighborhood
convenience to its customers in each of these areas. The Company generally prices merchandise uniformly in all of its stores,
but some merchandise may carry higher prices in stores in less competitive markets where operating costs are higher. Most
items available for sale are priced under ten dollars.

The Company’s “everyday low price” strategy relies on offering consistently low prices on its products and utilizing
limited advertising and promotional activity. The Company traditionally advertises through circulars available in stores or,
occasionally, circulars which are inserted in newspapers or mailed directly to consumers’ residences. In the years
immediately prior to and during fiscal 2004, the Company distributed one circular in each December period to boost holiday
sales. In fiscal 2005, the Company distributed circulars in November and December 2004; and, in April and August 2005.
The Company continues to utilize circulars that are passed out in stores monthly, and limited advertising is used to support
the opening of new stores.

The Company accepts cash, checks and, in most stores, PIN-based debit cards but does not currently accept credit
cards. The Company is currently testing systems that will allow it to accept a broad range of electronic benefits, including
food stamps.

As discussed in MD&A elsewhere in this Report, the Company focused on four primary initiatives during fiscal
2005: (i) the installation of refrigerated coolers; (ii) the “Treasure Hunt” merchandise program; (iii) new store openings; and
(iv) the Urban Initiative.




No single store accounted for more than one-quarter of one percent of sales during fiscal 2005. The Company’s
stores are open at least six days a week, with most open on Sundays.

Merchandise

The Company’s stores offer a variety of hardline and softline merchandise. Hardline merchandise includes
household chemical and paper products, candy, snacks and other food, health and beauty aids, electronics, housewares and
giftware, pet food and supplies, toys, stationery and school supplies, seasonal goods, hardware and automotive supplies.
Softline merchandise includes men’s, women’s, boys’, girls’ and infants’ clothing, shoes, and domestic items such as
blankets, sheets and towels. During fiscal 2005, hardline merchandise accounted for approximately 78.8% of the Company’s
sales. Softline merchandise accounted for approximately 21.2% of sales.

During fiscal 2003, nationally advertised brand name merchandise accounted for approximately 37% of sales versus
36% in fiscal 2004. Family Dollar private label merchandise accounted for approximately 4% of sales, and merchandise sold
under other labels, or which was unlabeled, accounted for the balance of sales. During fiscal 2005, irregular merchandise
accounted for less than one-half of 1% of sales, and closeout merchandise accounted for less than 2% of sales.

For a number of years, the Company has added more hardline consumable merchandise, including nationally
recognized brand name merchandise, to its merchandise assortments while reducing the amount of space allocated to apparel
and shoes. During fiscal 2005, the Company continued to adjust the merchandise selection in stores, including the
introduction of an expanded assortment of hardline consumable merchandise, such as paper products, household chemicals
and food. However, approximately the same amount of space was allocated to hardline merchandise and softline
merchandise as at the end of fiscal 2004, except in a limited number of stores in which all or most hanging apparel and shoes
were removed from the merchandise assortment.

During fiscal 2005, the Company implemented adjustments to its merchandising strategy by increasing levels of
opportunistically purchased goods supplementing the basic assortment of merchandise. This “Treasure Hunt” merchandise is
designed to create more excitement in stores and attract customers throughout the year, with particular emphasis on the
holiday seasons. In fiscal 2006, the Company expects to continue to develop this merchandising strategy.

During fiscal 2005, the Company expanded its food assortment to include perishable foods by installing refrigerated
coolers in approximately 1,000 stores. In fiscal 2006, the Company plans to install coolers in approximately 2,500 additional
stores.

The Company purchases merchandise from approximately 1,500 suppliers and generally has not experienced
difficulty in obtaining adequate quantities of merchandise. Approximately 60% of the merchandise is manufactured in the
U.S., and substantially all such merchandise is purchased directly from the manufacturer. Purchases of imported
merchandise are made directly from the manufacturer or from importers, and the Company’s vendor arrangements provide
for payment for such merchandise in U.S. Dollars. No single supplier accounted for more than 8% of the merchandise sold
by the Company in fiscal 2005.

The Company maintains a substantial variety and depth of basic and seasonal merchandise inventory in stock in its
stores (and in its distribution centers for weekly store replenishment) to attract customers and meet their shopping needs.
Vendors’ trade payment terms are negotiated to help finance the cost of carrying this inventory. The Company must balance
the value of maintaining high inventory levels to meet customers’ demands with the potential cost of having inventories at
levels that exceed such demands and that may need to be marked down in price in order to sell.

Distribution and Logistics

During fiscal 2005, approximately 4.7% of the merchandise purchased by the Company was shipped directly to
stores by the manufacturer or importer. The balance of the merchandise was received at one of the Company’s eight
distribution centers described below. Merchandise is delivered to stores from the Company’s distribution centers by
Company-owned trucks and by common and contract carriers. During fiscal 2005, approximately 85% of the merchandise
delivered was by common or contract carriers. At the end of fiscal 2005, the average distance between the distribution
centers and the stores served by each facility was:




Number of Average

Distribution Center Stores Served Distance (Miles)
Matthews, NC 775 173
West Memphis, AR 704 260
Front Royal, VA 848 306
Duncan, OK 772 306
Morehead, KY 800 241
Maquoketa, IA 744 310
Odessa, TX 657 566
Marianna, FL. 598 267
Totals 5,898 300

During fiscal 2003, the Company also acquired a 90-acre site in Rome, New York, on which the Company is
currently constructing its ninth distribution center, which is expected to be operational during the third quarter of fiscal 2006.

Technology

The Company has an integrated system to improve inventory management through merchandise planning and
inventory control departments. The inventory management system maintains by-item inventories at all stores and supports a
demand forecasting system for replenishment of distribution centers. The Company also utilizes software for automatic store
replenishment of basic merchandise and for forecasting-based allocation of non-basic merchandise. These systems give the
Company improved tools to facilitate optimum merchandise in-stock positions in stores, reduce markdowns and improve
inventory turnover.

During fiscal 2003, the Company began implementation of a new transportation management system designed to
improve visibility and cost control for both import and domestic freight movement. The import and domestic inbound
portions of this project have been completed.

During fiscal 2004, as part of the Company’s “store of the future” multi-year initiative, a new hiring system was
designed to provide consistent pre-employment assessments and interviews for prospective employees and was tested in a
major urban market. Currently, the new hiring system is utilized in approximately 1,200 stores. The Company also has
begun implementing plans to upgrade the stores’ communications infrastructure to facilitate communications and provide
more interactive training for store employees.

Competition

The business in which the Company is engaged is highly competitive. The principal competitive factors include
store locations, price and quality of merchandise, in-stock consistency, merchandise assortment and presentation, and
customer service. The Company competes for sales and store locations in varying degrees with international, national,
regional and local retailing establishments, including discount stores, department stores, variety stores, dollar stores, discount
clothing stores, drug stores, grocery stores, convenience stores, outlet stores, warehouse stores and other stores. Many of the
nation’s other large retailers have stores in areas in which the Company operates. The relatively small size of the Company’s
stores permits it to open new stores in rural areas, small towns and in large urban markets, in locations convenient to the
Company’s low and lower-middle income customer base. The Company’s stores offer customers a reasonable selection of
competitively priced, basic merchandise within a relatively narrow range of price points.

Seasonality

The Company’s sales are slightly seasonal. Historically, sales have been highest in the second fiscal quarter
(December, January, and February), representing approximately 27% of total annual sales.

Trademarks

The Company has registered with the U.S. Patent and Trademark Office the name “Family Dollar Stores” as a
service mark and also has registered a number of other names as trademarks for certain merchandise sold in stores.




Employees

As of October 1, 2005, the Company had approximately 24,000 full-time employees and approximately 18,000 part-
time employees. None of the Company’s employees are covered by collective bargaining agreements. The Company
considers its employee relations generally to be good.

Available Information

The mailing address of the Company’s Executive Offices is P.O. Box 1017, Charlotte, North Carolina 28201-1017,
and the telephone number at that location is 704-847-6961. The Company’s Internet Website is www.familydollar.com.
Through a link on the Investors section of the Website, the Company makes available the following filings as soon as
reasonably practicable after they are electronically filed with or furnished to the Securities and Exchange Commission:
Annual Reports on Form 10-K, Quarterly Reports on Form 10-Q, Current Reports on Form 8-K and any amendments to these
reports filed or furnished pursuant to Section 13(a) or 15(d) of the Securities Exchange Act of 1934. These reports and
amendments also are available at the Website of the Securities and Exchange Commission at www.sec.gov. All such filings
are available free of charge.

ITEM 2. PROPERTIES

The Company operates a chain of self-service retail discount stores. As of October 1, 2005, there were 5,908 stores
in 44 states and the District of Columbia as follows:

Texas 739 Massachusetts 87
Ohio 371 New Mexico 86
Florida 319 Maryland 86
North Carolina 309 Colorado 82
Michigan 306 Minnesota 63
Georgia 289 New Jersey 61
New York 258 Utah 52
Pennsylvania 227 Connecticut 50
Louisiana 211 Maine 39
Virginia 203 Iowa 36
Illinois 202 Kansas 34
Tennessee 192 Nebraska 26
Kentucky 179 Delaware 22
South Carolina 175 Idaho 22
Indiana 172 New Hampshire 20
Alabama 144 Rhode Island 20
Wisconsin 133 Nevada 19
Arizona 120 Vermont 9
Oklahoma 112 Wyoming 9
West Virginia 110 South Dakota 7
Mississippi 109 North Dakota 6
Arkansas 9% District of Columbia 5
Missouri 89

The stores listed above include approximately 41 stores temporarily closed, including stores closed due to Hurricane
Katrina and Hurricane Rita, which struck the U.S. Gulf Coast in August 2005 and September 2005, respectively. See MD&A
and Note 13 to the Consolidated Financial Statements included in this Report for more information about the impact of these
storms.

The number of stores operated by the Company at the end of each of its last five fiscal years is as follows: 5,898
stores for fiscal 2005; 5,466 stores for fiscal 2004; 5,027 stores for fiscal 2003; 4,616 stores for fiscal 2002; and 4,141 stores
for fiscal 2001.



During fiscal 2005, 500 stores were opened, 68 stores were closed, 16 stores were relocated within the same
shopping center or market area, 33 stores were expanded in size, and 105 stores were renovated. During fiscal 2006, the
Company plans to open approximately 400 stores, close approximately 65 stores, and relocate, expand or renovate
approximately 75 stores. Such plans are continually reviewed and subject to change. From August 27, 2005, through
October 1, 2005, the Company opened 12 new stores, closed 2 stores, and relocated, expanded or renovated 6 stores.

As of October 1, 2005, the Company had in the aggregate approximately 49.9 million square feet of total store space
(including receiving rooms and other non-selling areas) and approximately 41.4 million square feet of selling space. The
typical store has approximately 7,500 to 9,500 square feet of total area.

The Company’s stores are located in large urban, suburban and rural areas, and they are typically freestanding or
located in shopping centers with adequate parking available. At the end of fiscal 2005, approximately 20% of the Company’s
stores were located in large urban markets (markets with populations above 200,000), and approximately 26% of the
Company’s stores were located in small urban markets (markets with populations greater than 75,000 but less than 200,000)
or suburban areas. During fiscal 2005, approximately 35% of new store locations were opened in large urban markets and
28% of new locations were opened in small urban or suburban markets.

With the exception of 481 stores owned by the Company, all of the Company’s stores are leased. Most of the leases
are for initial terms of five years and for fixed rentals. A large majority of the leases contain provisions that may require
additional payments based upon a percentage of sales, property taxes, insurance premiums or COmmon area maintenance
charges.

Of the Company’s 5,427 leased stores at October 1, 2003, all but 396 leases grant the Company options to renew for
additional terms; in most cases for a number of successive five-year periods. The following table sets forth certain data, as of
October 1, 2005, concerning the expiration dates of all leases with renewal options:

Approximate Number of Approximate Number of Leases
Leases Expiring Assuming No Expiring Assuming Full
Fiscal Years Exercise of Renewal Options Exercise of Renewal Options
2006 149 0
2007-2009 2,435 10
2010-2012 1,756 106
2013-2015 647 426
2016 and thereafter 44 4,489

Of the 481 Company-owned stores, 127 are located in Texas, with no more than 30 located in any other state. In
these owned stores, there are approximately 4.0 million total square feet of space.

The Company also owns its corporate headquarters and distribution center located on a [08-acre tract of land in
Matthews, North Carolina, just outside of Charlotte, in two buildings containing approximately 1.13 million square feet.
Approximately 890,000 square feet are used for the distribution center which includes receiving, warehousing, shipping and
storage facilities. Approximately 240,000 square feet are used for the corporate headquarters.

The Company also owns seven additional full-service distribution centers described in the table below:

Facility Size

Distribution Center Land Building Date Operational
West Memphis, AR 75 acres 550,000 sq. ft. April 1994

300,000 sq. ft. addition August 1996
Front Royal, VA 75 acres 907,000 sq. ft. January 1998
Duncan, OK 85 acres 907,000 sq. ft. July 1999
Morehead, KY 94 acres 907,000 sq. ft. June 2000
Maquoketa, TA 74 acres 907,000 sq. ft. March 2002
Odessa, TX 89 acres 907,000 sq. ft. July 2003
Marianna, FL 76 acres 907,000 sq. ft January 2005

In the summer of 2005, the Company began construction of a ninth full-service distribution center on a 90-acre tract
of land owned by the Company in Rome, New York. The building will contain approximately 907,000 square feet and is
expected to be operational during the third quarter of fiscal 2006.
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ITEM 3. LEGAL PROCEEDINGS

On January 30, 2001, Janice Morgan and Barbara Richardson, two individuals who have held the position of Store
Manager for subsidiaries of the Company, filed a Complaint against the Company in the United States District Court for the
Northern District of Alabama. Thereafter, pursuant to the Court’s ruling, notice of the pendency of the lawsuit was sent to
approximately 13,000 current and former Store Managers holding the position on or after July 1, 1999. Approximately 2,550
of those receiving such notice filed consent forms and joined the lawsuit as plaintiffs, including approximately 2,300 former
Store Managers and approximately 250 then current employees. After rulings by the Court on motions to dismiss certain
plaintiffs filed by the Company and motions to reconsider filed by plaintiffs, 1,424 plaintiffs remained in the case at the
commencement of trial,

The case has proceeded as a collective action under the Fair Labor Standards Act (“FLSA”). The Complaint alleges
that the Company violated the FLSA by classifying the named plaintiffs and other similarly situated current and former Store
Managers as “exempt” employees who are not entitled to overtime compensation. Plaintiffs seek to recover unpaid overtime
compensation in an amount currently estimated to be up to approximately $50 million, liquidated damages equal to the
overtime award, if any, plus an award of attorneys’ fees, costs and expenses, and such other relief as the Court may deem
proper.

A jury trial in this case commenced on June 13, 2005, in Tuscaloosa, Alabama, and ended on June 28, 2005, with
the judge declaring a mistrial after the jury was unable to reach a unanimous decision in the matter. The case is scheduled to
be retried commencing on February 21, 2006.

In general, the Company continues to believe that the Store Managers are “exempt” employees under the FLSA and
have been properly compensated and that the Company has meritorious defenses that should enable it ultimately to prevail.
However, the outcome of any litigation is inherently uncertain. Resolution of this matter could have a material adverse effect
on the Company’s financial position, liquidity or results of operation.

The Company is involved in numerous other legal proceedings and claims incidental to its business, including
litigation related to alleged failures to comply with various state and federal employment laws. While the ultimate outcome
cannot be determined, the Company currently believes that these proceedings and claims, both individually and in the
aggregate, should not have a material adverse effect on the Company’s financial position, liquidity or results of operations.
However, the outcome of any litigation is inherently uncertain and, if decided adversely to the Company, the Company may
be subject to liability that could have a material adverse effect on the Company’s financial position, liquidity or results of
operations.

ITEM 4. SUBMISSION OF MATTERS TO A VOTE OF SECURITY HOLDERS

There were no matters submitted to a vote of security holders through the solicitation of proxies or otherwise during
the fourth quarter of fiscal 2005.

ITEM 4A. EXECUTIVE OFFICERS OF THE REGISTRANT

The following information is furnished with respect to each of the executive officers of the Company as of October
1, 2005:




Name Position and Office Age
Howard R. Levine ¥ Chairman of the Board and 46
Chief Executive Officer

R. James Kelly @ Vice Chairman and 58
Chief Financial and
Administrative Officer

Robert George © Executive Vice President- 43
Merchandising

Charles S. Gibson, Jr. ¢ Executive Vice President- 44
Supply Chain

Dorlisa K. Flur © Senior Vice President- 40

Strategy and Business Development

Janet G. Kelley ® Senior Vice President- 52
General Counsel and Secretary

C. Martin Sowers 7 Senior Vice President- 47
Finance

Barry Sullivan ® Senior Vice President- 41

Store Operations

1

(2)

3)

@

)
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Mr. Howard R. Levine was employed by the Company in various capacities in the Merchandising Department
from 1981 to 1987, including employment as Senior Vice President-Merchandising and Advertising. From
1988 to 1992, Mr. Levine was President of Best Price Clothing Stores, Inc., a chain of ladies’ apparel stores.
From 1992 to April 1996, he was self-employed as an investment manager. He rejoined the Company in April
1996, and was elected Vice President-General Merchandise Manager: Softlines in April 1996, Senior Vice
President-Merchandising and Advertising in September 1996, President and Chief Operating Officer in April
1997, Chief Executive Officer in August 1998, and Chairman of the Board in January 2003. He is the son of
Leon Levine, the founder and Chairman Emeritus of the Company.

Mr. R. James Kelly was employed by the Company as Vice Chairman-Chief Financial and Administrative
Officer in January 1997.

Mr. Robert George was employed by the Company as Executive Vice President-Merchandising in August 2005.
Prior to his employment by the Company, he was employed by Staples Corporation, an office supply retailer,
from 1986 to July 2005, where his last position was Senior Vice President, General Merchandise Manager —
Office Products.

Mr. Charles S. Gibson, Jr., was employed by the Company as Vice President-Logistics in September 1997 and
was promoted to Senior Vice President-Distribution and Logistics in October 1999 and to Executive Vice
President-Supply Chain in September 2003.

Ms. Dorlisa K. Flur was employed by the Company as Senior Vice President-Strategy and Business
Development in June 2004. Prior to her employment by the Company, she was employed by McKinsey &
Company, a global management consulting firm, from 1988 to May 2004, where her last position was Principal
with responsibility for McKinsey’s Retail Practice in the Southeast.

Ms. Janet G. Kelley was employed by the Company as Senior Vice President-Senior Counsel in January 2004
and promoted to Senior Vice President-General Counsel in May 2005. Prior to her employment by the
Company, she was employed by Kmart Corporation, a chain of discount stores, from April 2001 to

January 2003, where her last position was Executive Vice President and General Counsel. Kmart Corporation
filed a petition for reorganization under Chapter 11 of the Federal bankruptcy laws in January 2002 and
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emerged from bankruptcy in May 2003. From June 1999 to April 2001, she was employed by Limited Brands,
Inc., a chain of specialty apparel and personal beauty stores, as Vice President and Senior Counsel.
o Mr. C. Martin Sowers was employed by the Company as an accountant in October 1984 and was promoted to
Assistant Controller in January 1985. He was elected Controller in January 1986, Vice President-Controller in
July 1989 and Senior Vice President-Finance in December 1991.
® Mr. Barry Sullivan was employed by the Company as Vice President-Store Operations in September 2002 and
was promoted to Senior Vice President-Store Operations in May 2005, Prior to his employment with the
Company, he was employed by Eckerd Corporation, a regional drug store chain, from 1986 to 2002, where his
last position was Vice President-Store Operations.

All executive officers of the Company are elected annually by and serve at the pleasure of the Board of Directors
until their successors are duly elected.
PART II

ITEM 5. MARKET FOR REGISTRANT’S COMMON EQUITY AND RELATED STOCKHOLDER MATTERS
AND ISSUER PURCHASES OF EQUITY SECURITIES

The Company’s Common Stock is traded on the New York Stock Exchange under the ticker symbol FDO. At
October 17, 2005, there were approximately 2,300 holders of record of the Common Stock. The accompanying tables give

the high and low sales prices of the Common Stock and the dividends declared per share for each quarter of fiscal 2005 and
2004.

Market Prices and Dividends

2005 High Low Dividend

First Quarter $ 32.30 $ 25.54 b 08172
Second Quarter 35.25 28.25 09172
Third Quarter 33.64 23.68 09172
Fourth Quarter 27.15 20.10 09172
2004 High Low Dividend

First Quarter $ 44.13 $ 38.10 $ 07172
Second Quarter 39.66 32.00 08172
Third Quarter 38.73 26.51 08172
Fourth Quarter 34.00 25.09 .08 172

The following table sets forth information with respect to purchases of shares of the Company’s Common Stock
made during the quarter ended August 27, 2005, by or on behalf of the Company or any “affiliated purchaser” as defined by
Rule 10b-18(a)(3) of the Securities Exchange Act of 1934,

Total Number of Maximum Number
Shares Purchased of Shares that May

Total Number as Part of Publicly  Yet Be Purchased
of Shares Average Price Announced Plans  Under the Plans or

Period Purchased Paid per Share or Programs Programs
June
(5/29/05-7/2/05) 446,400 $ 25.76 446,400 3,883,200
July
(7/3/05-7/30/05) — — — 3,883,200
August
(7/31/05-8/27/05) — — — 18,705,334
Total 446,400 $ 25.76 446,400 18,705,334




™ Includes $300 million of the Company’s Common Stock converted to shares using the Company’s closing stock price of
$20.24 as of August 26, 2005, which may be acquired pursuant to a repurchase program approved by the Board of
Directors on August 18, 2005. See below for additional information.

During fiscal 2004 and fiscal 2003, the Company purchased in the open market 5.6 million and 2.2 million shares of
its Common Stock, respectively, at a cost of $176.7 million and $65.9 million, respectively. On April 13, 2005, the Company
announced that the Board of Directors authorized the purchase of up to an additional 5 million shares of the Company’s
Common Stock from time to time as market conditions warrant. On August 19, 2005, the Company announced that the
Board of Directors authorized the purchase of an additional $300 million of the Company’s Common Stock from time to time
as market conditions warrant. During fiscal 2005, the Company purchased in the open market 3.3 million shares of the
Company’s Common Stock at a cost of $92.0 million. As of the end of fiscal 2005, the Company had approximately 18.7
million shares authorized to be purchased. There is no expiration date governing the period during which the Company can
make share repurchases pursuant to the above referenced authorizations. There are no other repurchase programs under
which the Company is authorized to repurchase outstanding shares. Shares purchased prior to the end of fiscal 2005 under
the share repurchase authorization are held in treasury or have been reissued under the Family Dollar 2000 Outside Directors
Plan.

On September 27, 2005, the Company obtained $250 million in aggregate proceeds through a private placement
under Section 4(2) of the Securities Act of 1933, as amended, of unsecured Senior Notes (the “Notes™) to a group of
institutional accredited investors. On October 4, 2005, the Company executed an overnight share repurchase transaction with
a bank for the acquisition of 10 million shares, or approximately 6%, of the Company’s outstanding Common Stock for an
initial purchase price of $19.97 per share pursuant to the $300 million repurchase authorization. The transaction was
financed with the proceeds of the Notes. Shares that are repurchased with the proceeds of the Notes will be canceled and
returned to the status of authorized but unissued shares. See Note 13 to the Consolidated Financial Statements included in
this Report for more information on the Notes and the overnight share repurchase transaction.

ITEM 6. SELECTED FINANCIAL DATA

SUMMARY OF SELECTED FINANCIAL DATA

Years Ended (in thousands, except per August 27, August 28, August 30, August 31, September 1,
share amounts and store data) 2005 2004 2003 2002 2001
Net sales $ 5824808 $§ 5281,888 § 4,750,171 $ 4,162,652 § 3,665,362
Cost of sales and operating expenses 5,482,013 4,875,226 4,367,027 3,827,582 3,372,094
Income before income taxes 342,795 406,662 383,144 335,070 293,268
Income taxes 125,286 148,758 139,835 122,288 107,025
Net income 217,509 257,904 243,309 212,782 186,243
Diluted earnings per common share $ 1.30 $ 1.50 § 140 § 122§ 1.08
Dividends declared $ 61,538 § 56,077 % 49,890 § 44,106 $ 40,352
Dividends declared per common share $ 037 § 033 % 029 § 25172 $ 23112
Total assets $ 2409501 $ 2224361 § 2,065392 $ 1,818,541 § 1,467,866
Working capital $ 460,157 $§ 489,727 § 541913 § 507,945 § 404,087
Shareholders' equity $ 1,428,066 § 1,337,082 $§ 1292432 § 1,140,577 § 948,791
Stores opened 500 500 475 525 502
Stores closed (68) (61) (64) (50) (50)
Number of stores - end of year 5,898 5,466 5,027 4,616 4,141

The Company did not have any long-term debt at the end of each of its last five fiscal years. On September 27,
2005, the Company obtained $250 million in aggregate proceeds through the private placement of the Notes to a group of
institutional accredited investors. See Note 13 to the Consolidated Financial Statements included in this Report for more
information on the Notes.
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ITEM 7. MANAGEMENT’S DISCUSSION AND ANALYSIS OF FINANCIAL CONDITION AND RESULTS
OF OPERATIONS

This discussion summarizes the significant factors affecting the consolidated results of operations and financial
condition of the Company for fiscal 2003, fiscal 2004 and fiscal 2003. This discussion should be read in conjunction with,
and is qualified by, the Consolidated Financial Statements and Notes to Consolidated Financial Statements included in this
Report.

Fiscal 2005 Overview and Fiscal 2006 Outlook

During fiscal 2005, the Company began the implementation of four key initiatives designed to increase sales and
profitability: the installation of refrigerated coolers in selected stores; the introduction of a “Treasure Hunt” merchandise
program; the continuation of an aggressive store opening program; and the Urban Initiative. During fiscal 2006, the
Company will continue these initiatives as discussed below.

e Coolers — The installation of refrigerated coolers for the sale of perishable food began in the second quarter of
fiscal 2005. The customer traffic generated by coolers increased sales of food and other merchandise throughout
the store. At the end of fiscal 2005, refrigerated coolers were installed in approximately 1,000 stores. The
Company plans to have refrigerated coolers installed in approximately 2,500 additional stores by the end of fiscal
2006. In addition, the Company is testing new point-of-sale software in a limited number of stores to facilitate the
acceptance of food stamps in stores with refrigerated coolers.

e “Treasure Hunt” merchandise program — During fiscal 2005, the Company began supplementing its basic
assortment of merchandise with additional opportunistically purchased goods designed to create more excitement
in stores throughout the year, with particular emphasis on holiday, spring and back-to-school seasons. The
Company will enhance this initiative in fiscal 2006.

e New Stores — During fiscal 2005, the Company opened 500 stores and closed 68 stores. In order to build processes
that will support a more balanced distribution of store openings throughout the year, the Company plans to open
approximately 400 stores and close approximately 65 stores in fiscal 2006.

e Urban Initiative ~ The Urban Initiative is designed to improve the operating performance of high sales volume
stores in large metropolitan markets through investments in people, process changes and technology, including
organizational changes to support a more mobile and flexible workforce. During fiscal 2005, the Urban Initiative

" was implemented in approximately 1,200 stores. While the Urban Initiative stores have experienced mid-single-
digit sales growth and continue to be profitable, the Company’s profitability goals have not yet been achieved. For
fiscal 2006, the Company will continue its investments in the current “Urban Initiative markets” (approximately
1,300 stores) but does not expect to expand the initiative into new markets until processes have been refined to
generate improved results.

The Company currently expects net income per diluted share of Common Stock to be between $1.30 and $1.39 for
fiscal 2006, compared to $1.30 in fiscal 2005. The net income per diluted share of Common Stock guidance for fiscal 2006
includes the impact of the expensing of stock options as required by Statement of Financial Accounting Standards (“SFAS”)
No. 123R, “Share-Based Payment,” and other new compensation programs, and also includes the accretive benefit of the
Company’s share repurchase program and related debt placement. See the Recent Accounting Pronouncements contained in
this MD&A for more information on the impact of SFAS No. 123R and the Liquidity and Capital Resources section for more
information on the Company’s share repurchase program and issuance of the Notes.

Subsequent to the Company’s fiscal 2005 year end, Hurricane Katrina and Hurricane Rita struck the U.S. Gulf Coast,
impacting numerous stores in the afflicted areas. The Company has property insurance that covers most of its property damage.
Since the Company’s stores are widely dispersed, lost sales due to closed stores are generally limited and are often offset by
increased sales in other stores. Therefore, these storms have not had a material impact in the aggregate on the Company’s financial
position, liquidity or results of operations. The long-term impact of these storms is more difficult to forecast. The potential increase
in energy costs over the long-term could negatively impact the Company and its customers. However, the resources received by
customers from government and private organizations and the funds contributed in the rebuilding effort could positively impact
sales. Therefore, the Company has not included any impact from these storms in its fiscal 2006 outlook.

Net Sales

Net sales increased approximately 10.3% ($542.9 million) in fiscal 2005 compared with fiscal 2004, and
approximately 11.2% ($531.7 million) in fiscal 2004 compared with fiscal 2003. The increases in fiscal 2005 and in fiscal
2004 were attributable, in part, to increased sales in comparable stores (stores open more than 13 months) of 2.3% ($117.1
million) and 1.9% ($86.3 million), respectively, with the balance of the increases primarily relating to sales from new stores
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opened as part of the Company’s store growth program. The Urban Initiative, the installation of refrigerated coolers and the
“Treasure Hunt” merchandise program all had positive impacts on sales in fiscal 2005. Sales of lower-margin basic
consumables continued to be stronger than sales of higher-margin discretionary goods during fiscal 2005, reflecting the
difficult economic environment, including higher energy prices, faced by the Company’s low and lower-middle income
customer base.

The 2.3% increase in comparable store sales during fiscal 2005 includes an increase of approximately 3.7% in the
sales of hardline merchandise and a decrease of approximately 2.6% in the sales of softline merchandise. In fiscal 2005, the
customer count, as measured by the number of register transactions in comparable stores, decreased approximately 0.7%, and
the average transaction increased approximately 2.9% to $9.22. Increased sales of hardline merchandise have been the
primary contributor to the overall sales increases. Hardline merchandise, as a percentage of net sales, increased to
approximately 78.8% in fiscal 2005 compared to approximately 77.7% in fiscal 2004. Softline merchandise, as a percentage
of net sales, decreased to approximately 21.2% in fiscal 2005 compared to approximately 22.3% in fiscal 2004. The
Company distributed four advertising circulars in fiscal 2005 and one advertising circular in fiscal 2004. The circulars are
designed to stimulate traffic and inform customers about the Company’s “Treasure Hunt” merchandise, seasonal values and
competitive prices on core consumables. During fiscal 2006, the Company expects to distribute four advertising circulars.

The 1.9% increase in comparable store sales during fiscal 2004 as compared with fiscal 2003 includes an increase of
approximately 3.2% in the sales of hardline merchandise and a decrease of approximately 2.5% in the sales of softline merchandise.
Sales of consumable merchandise were stronger than sales of more discretionary merchandise. In fiscal 2004, the customer count
increased approximately 0.7%, and the average transaction increased approximately 0.9% to $8.95. The Company distributed one
advertising circular in both fiscal 2004 and fiscal 2003,

Hardline merchandise includes household chemical and paper products, candy, snacks and other food, health and
beauty aids, electronics, housewares and giftware, pet food and supplies, toys, stationery and school supplies, seasonal goods,
hardware and automotive supplies. Softline merchandise includes men’s, women’s, boys’, girls’ and infants’ clothing, shoes,
and domestic items such as blankets, sheets and towels.

During fiscal 2006, the Company expects comparable store sales to increase 2% to 4% as a result of the ongoing
rollout of refrigerated coolers, the impact from “Treasure Hunt” merchandise sales and the operational improvements
resulting from the Urban Initiative program.

During fiscal 2005, the Company opened 500 stores and closed 68 stores for a net addition of 432 stores, compared
with the opening of 500 stores and closing of 61 stores for a net addition of 439 stores during fiscal 2004. The Company also
expanded or relocated 49 stores in fiscal 2005, compared with 79 stores that were expanded or relocated in fiscal 2004. In
addition, approximately 105 stores in fiscal 2005 and 116 stores in fiscal 2004 were renovated. In order to build processes
that will support a more balanced distribution of store openings throughout the year, the Company plans to open
approximately 400 stores and close approximately 65 stores in fiscal 2006. The Company also plans to relocate, expand, or
renovate approximately 75 stores during fiscal 2006. Store opening, closing, expansion, relocation and renovation plans are
continuously reviewed and are subject to change.

Cost of Sales and Margin

Cost of sales increased approximately 11.8% ($412.3 miilion) in fiscal 2005 compared with fiscal 2004 and approximately
11.1% ($350.5 million) in fiscal 2004 compared with fiscal 2003. These increases primarily reflected the additional sales volume in
each of the years. Cost of sales, as a percentage of net sales, was 67.1% in fiscal 2005 and 66.2% in both fiscal 2004 and fiscal
2003. The increase in cost of sales, as a percentage of net sales, during fiscal 2005 was due primarily to the continuing shift in the
merchandise mix of sales to more lower-margin consumables and fewer higher-margin discretionary goods, increased inventory
shrinkage and increased freight costs due to higher fuel expense. To address inventory shrinkage, the Company is implementing
new loss prevention reports that provide more visibility to transaction level issues and is adding personnel to its Loss Prevention
Department. In addition, as part of its Urban Initiative, the Company modified its field management structure to increase
management presence and the frequency of inspections in urban markets. The opening of the Company’s eighth distribution center
in Marianna, Florida, in the second quarter of fiscal 2005 positively impacted freight costs by lowering the average distance to the
stores from the distribution centers. Increases in productivity and efficiency, such as increased back hauls and optimization and
consolidation of inbound routing have also offset some of the cost increases. However, these savings did not fully offset the impact
of higher year-over-year fuel costs. The Company expects that the opening of the ninth distribution center in Rome, New York,
during the third quarter of fiscal 2006 will positively impact freight costs and continue to offset higher fuel costs.




Cost of sales, as a percentage of net sales, in fiscal 2004 was unchanged from fiscal 2003. The percentage was
favorably impacted by a change in the treatment of certain vendor allowances in conformity with an accounting
pronouncement, as well as from lower merchandise markdowns. However, the favorable impact of the change in the
treatment of certain vendor allowances was offset by a shift in the merchandise mix to more lower-margin basic consumables
and relatively less sales of higher-margin discretionary merchandise. Cost of sales, as a percentage of net sales, in fiscal 2004
was also negatively impacted by increased inventory shrinkage and increased freight costs due to higher fuel expense.

During fiscal 2006, the Company expects that cost of sales, as a percentage of net sales, will be flat or increase
slightly as compared to fiscal 2005 due to the continuing effect of the shift in the merchandise mix to more lower-margin
basic consumables and rising fuel costs. Lower markdowns and lower inventory shrinkage are expected to offset these
increases.

Selling, General and Administrative Expenses

Selling, general and administrative (“SG&A™) expenses increased approximately 14.1% ($194.5 million) in fiscal
2005 compared with fiscal 2004, and approximately 12.9% ($157.7 million) in fiscal 2004 compared with fiscal 2003. The
increases in these expenses were attributable primarily to additional costs arising from the continued growth in the number of
stores in operation and the continued ramp-up of the eighth distribution center. SG&A expenses, as a percentage of net sales,
were 27.0% in fiscal 2005, 26.1% in fiscal 2004 and 25.7% in fiscal 2003. The increase in SG&A expenses, as a percentage
of net sales, in fiscal 2005 was due primarily to planned payroll expenses incurred in connection with the urban and cooler
initiatives (approximately 0.4% of net sales); increased occupancy and store-related costs (approximately 0.4% of net sales);
and increased legal-related costs (approximately 0.1% of net sales). Each of these percentages was negatively impacted by
the lower than planned increase in sales in comparable stores. A cumulative charge to correct property tax accruals on leased
properties and the incremental costs of three additional advertising circulars also impacted this percentage (approximately
0.2% of net sales), but these amounts were offset by a reduction in bonus costs as the Company did not reach the earnings
target necessary for payment of management bonuses. In addition, most other costs, as a percentage of net sales, were
negatively impacted by the lower than planned increase in sales in comparable stores.

The increase in SG&A expenses, as a percentage of net sales, in fiscal 2004 was due primarily to below plan sales
which negatively impacted the Company’s ability to leverage its cost structure. In addition, the effect of the change in
treatment of certain vendor allowances negatively impacted expense leverage. Continued increases in insurance costs,
primarily workers’ compensation, and increased rent expense also adversely impacted expense leverage. The increase in
SG&A expense, as a percentage of net sales, for fiscal 2004 was offset slightly by a reduction in bonus costs as the Company
did not reach the earnings target necessary for payment of full bonuses.

During fiscal 2006, the Company expects SG&A expense, as a percentage of net sales, to increase as compared to
fiscal 2005 due to the expanded rollout of the cooler program and the continued investments in the existing Urban Initiative
markets. In addition, the required expensing of stock options and other compensation plan changes will increase SG&A
expenses, as a percentage of net sales.

Income Taxes

The effective tax rate was 36.5% in fiscal 20035, 36.6% in fiscal 2004 and 36.5% in fiscal 2003. For fiscal 2006, the
Company’s plan is for the effective tax rate to increase to 37.0% due to the effect of changes in state income taxes.

Liquidity and Capital Resources

The Company has consistently maintained a strong liquidity position. Cash provided by operating activities during
fiscal 2005 was $299.4 million as compared to $376.5 million in fiscal 2004 and $302.3 million in fiscal 2003. These
amounts have enabled the Company to fund its regular operating needs, capital expenditure program, cash dividend payments
and any repurchase of the Company’s Common Stock. In addition, the Company has unsecured revolving credit facilities
with banks for short-term borrowings of up to $200 million. On May 25, 2006, $100 million of the facilities will expire, and
the remaining $100 million will expire on May 31, 2010. The Company expects that the facilities expiring May 25, 2006,
will be extended. The Company had no borrowings against these facilities during fiscal 2005.

Merchandise inventories at the end of fiscal 2005 were 11.3% higher than at the end of fiscal 2004. This increase
was due primarily to additional inventory for 432 net new stores. Inventory on a per store basis at the end of fiscal 2005 was
1.8% higher than at the end of fiscal 2004, excluding merchandise in transit to the distribution centers. All of this increase
was in hardline merchandise, which increased approximately 4.3% per store, reflecting the early receipt of holiday
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merchandise and new inventory associated with the cooler program. Average softline merchandise inventory per store,
excluding merchandise in transit to the distribution centers, decreased approximately 5.2% as the Company aggressively
managed these items to prevent an inventory buildup.

The increase in capital expenditures to $229.1 million in fiscal 2005 from $218.7 million in fiscal 2004 was due
primarily to greater distribution center construction expenditures. In addition, the Company installed refrigerated coolers in
approximately 1,000 stores. Capital expenditures for fiscal 2006 are expected to be between $210 and $225 million and
relate primarily to new store openings; existing store expansions, relocations and renovations; construction of distribution
centers; expenditures related to store-focused technology infrastructure; and the continued implementation of a refrigerated
cooler program for perishable goods in selected stores. The new store expansion and new distribution centers will require
additional investment in merchandise inventories.

Capital spending plans, including store opening plans, are continuously reviewed and are subject to change. Cash
flow from current operations is expected to be sufficient to meet planned liquidity and operational capital resource needs,
including store expansion and other capital spending programs. In addition, the Company has available revolving credit
facilities as previously discussed.

During fiscal 2004 and fiscal 2003, the Company purchased in the open market 5.6 million and 2.2 million shares of
its Common Stock, respectively, at a cost of $176.7 million and $65.9 million, respectively. On April 13, 2005, the Company
announced that the Board of Directors authorized the purchase of up to an additional 5 million shares of the Company’s
Common Stock from time to time as market conditions warrant. On August 19, 2005, the Company announced that the
Board of Directors authorized the purchase of an additional $300 million of the Company’s Common Stock from time to time
as market conditions warrant. During fiscal 2005, the Company purchased in the open market 3.3 million shares of the
Company’s Common Stock at a cost of $92.0 million. As of the end of fiscal 2005, the Company had approximately 18.7
million shares authorized to be purchased.

On September 27, 2005, the Company obtained $250 million in aggregate proceeds through a private placement
under section 4(2) of the Securities Act of 1933, as amended, of the Notes. On October 4, 2005, the Company executed an
overnight share repurchase transaction with a bank for the acquisition of 10 million shares, or approximately 6%, of the
Company’s outstanding Common Stock for an initial purchase price of $19.97 per share pursuant to the $300 million
repurchase authorization. The proceeds from the Notes were used to finance this transaction. See Note 13 to the
Consolidated Financial Statements included in this Report for more information.

The following table shows the Company’s obligations and commitments to make future payments under contractual
obligations at the end of fiscal 2005 (in thousands):

Payments Due During One Year Fiscal Period Ending

August August August August August

Contractual Obligations Total 2006 2007 2008 2009 2010 Thereafter
Merchandise letters of credit $ 125613 % 125613 % — 3 — 5 — $ — 3 —
Operating leases 1,135,810 252,588 225,649 188,636 150,096 107,522 211,319
Construction obligations 58,992 58,992 — — — — —
Total $ 1320415 % 437,193 § 225649 § 188,636 § 150,096 § 107,522 $ 211,319

Most of the Company’s operating leases provide the Company with an option to extend the term of the lease at
designated rates. See Properties herein.

The following table shows the Company’s other commercial commitments at the end of fiscal 2005 (in thousands):

Total Amounts

Other Commercial Commitments Committed

Standby letters of credit $ 114,979

Surety bonds 6,458
Total $ 121,437

At the end of fiscal 2005, approximately $78.1 million of the merchandise letters of credit were included in accounts
payable and accrued liabilities on the Company’s balance sheet. A substantial portion of the outstanding amount of standby
letters of credit and surety bonds (which are primarily renewed on an annual basis) are used as surety for future premium and
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deductible payments to the Company’s workers’ compensation and general liability insurance carrier. The Company accrues
for these future payment liabilities as described in the Critical Accounting Policies section of this MD&A.

Recent Accounting Pronouncements

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123R which requires all
companies to measure compensation cost for all share-based payments (including employee stock options) at fair value,
effective for public companies for interim or annual periods beginning after June 15, 2005. The FASB concluded that
companies can adopt the new standard in one of two ways: the modified prospective transition method, in which the company
would recognize share-based employee compensation from the beginning of the fiscal period in which the recognition
provisions are first applied as if the fair-value-based accounting method had been used to account for all employee awards
granted, modified, or settled after the effective date and to any awards that were not fully vested as of the effective date; or
the modified retrospective transition method, in which a company would recognize employee compensation cost for periods
presented prior to the adoption of SFAS No. 123R in accordance with the original provisions of SFAS No. 123 “Accounting
for Stock-Based Compensation,” pursuant to which a company would recognize employee compensation cost in the amounts
reported in the pro forma disclosures provided in accordance with SFAS No. 123. The Company will adopt SFAS No. 123R
during the first quarter of fiscal 2006 and will use the medified prospective transition method.

On August 18, 2003, the Compensation Committee of the Board of Directors of the Company approved the
acceleration of the vesting date of certain previously issued and outstanding options under the 1989 Non-Qualified Stock
Option Plan, effective as of August 26, 2005. The accelerated vesting program applies to: (i) all unvested options that
currently have an exercise price in excess of $40.00/share, including options held by the five most highly compensated
executive officers of the Company, and (ii) all unvested options that are “underwater” (i.e. the options have an exercise price
in excess of the market value of the stock, determined as of August 26, 2005) and are held by employees at the level of
manager or below.

The Company implemented the acceleration program to enhance retention incentives for current employees and to
reduce the compensation expense the Company would otherwise be required to recognize as a result of the Company’s
adoption, effective for fiscal 2006, of SFAS 123R. See Note 1 to the Consolidated Financial Statements included in this
Report for information on the impact of the vesting acceleration on the fiscal 2005 pro forma stock-based compensation cost.

During fiscal 2006, the Company expects to incur incremental SG&A expense of approximately $6 million to $10
million related to the 1989 Non-Qualified Stock Option Plan as a result of the adoption of SFAS No. 123R. In addition, the
Company expects to incur incremental SG&A expense of approximately $4 million to $6 million during fiscal 2006 in
connection with the expected implementation of new compensation programs, which are designed to improve the linkage
between pay and performance.

Critical Accounting Policies

Management believes the following accounting principles are critical because they involve significant judgments,
assumptions and estimates used in the preparation of the Company’s consolidated financial statements.

Merchandise Inventories:

Inventories are valued using the retail method, based on retail prices less markon percentages, which approximates
the lower of first-in, first-out (FIFO) cost or market. The Company records adjustments to inventory through cost of goods
sold when retail price reductions, or markdowns, are taken against on-hand inventory. In addition, management makes
estimates and judgments regarding, among other things, initial markups, markdowns, future demand for specific product
categories and market conditions, all of which can significantly impact inventory valuation. If actual demand or market
conditions are different than those projected by management, additional markdowns may be necessary. This risk is generally
higher for seasonal merchandise than for non-seasonal goods. The Company also provides for estimated inventory losses for
damaged, lost or stolen inventory for the period from the physical inventory to the financial statement date. These estimates
are based on historical experience and other factors.

Property and Equipment:
Property and equipment is stated at cost. Depreciation for financial reporting purposes is calculated using the
straight-line method over the estimated useful lives of the related assets. For leasehold improvements, this depreciation is

over the shorter of the term of the related lease (generally five years) or the asset’s useful economic life. The valuation and
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classification of these assets and the assignment of useful depreciable lives involves significant judgments and the use of
estimates. The Company generally assigns no salvage value to property and equipment. Property and equipment is reviewed
for impairment whenever events or changes in circumstances indicate that the carrying amount of an asset may not be
recoverable. Historically, impairment losses on fixed assets have not been material to the Company’s financial position and
results of operations.

Insurance Liabilities:

The Company is primarily self-insured for health care, property loss, workers’ compensation and general liability
costs. These costs are significant primarily due to the large number of the Company’s retail locations and employees.
Because the nature of these claims is such that there can be a significant lag from the incurrence of the claim (which is when
the expense is accrued) until payment is made, the percentage increase in the accrual can be much more pronounced than the
percentage increase in the expense. The Company’s self-insurance liabilities are based on the total estimated costs of claims
filed and estimates of claims incurred but not reported, less amounts paid against such claims, and are not discounted.
Management reviews current and historical claims data in developing its estimates. The Company also uses information
provided by outside actuaries with respect to workers” compensation and general liability claims. If the underlying facts and
circumstances of the claims change or the historical trend is not indicative of future trends, then the Company may be
required to record additional expense or a reduction to expense which could be material to the reported financial condition
and results of operations.

Lease Accounting:

The Company leases substantially all of its store properties and accounts for store leases in accordance with SFAS
13, “Accounting for Leases.” For purposes of recognizing incentives, premiums and minimum rental expenses on a straight-
line basis over terms of the leases, the Company uses the date of initial possession to begin amortization, which is generally
when the Company enters the space and begins to make improvements in preparation of intended use. For tenant
improvement allowances and rent holidays, the Company records a deferred rent liability at the inception of the lease term
and amortizes the deferred rent over the terms of the leases as reductions to rent expense on the Consolidated Statements of
Income.

Cautionary Statement Regarding Forward-Looking Statements

Certain statements contained in this Report, or in other public filings, press releases, or other written or oral
communications made by the Company or our representatives, which are not historical facts are forward-looking statements
made pursuant to the safe harbor provisions of the Private Securities Litigation Reform Act of 1995. These forward-looking
statements address the Company’s plans, activities or events which the Company expects will or may occur in the future and
may include express or implied projections of revenue or expenditures, statements of plans and objectives for future
operations, growth or initiatives, statements of future economic performance, or statements regarding the outcome or impact
of pending or threatened litigation. These forward-looking statements may be identified by the use of the words “plan,”
“estimate,” “expect,” “anticipate,” “probably,” “should,” “project,” “intend,” “continue,” and other similar terms and
expressions. Various risks, uncertainties and other factors may cause the Company’s actual results to differ materially from
those expressed or implied in any forward-looking statements. Factors, uncertainties and risks that may result in actual
results differing from such forward-looking information include, but are not limited to those listed below, as well as other
factors discussed throughout this Report, including without limitation the factors described under “Critical Accounting
Policies.”

LIRS LERYS

Success of merchandising and marketing programs

The Company undertakes new programs and refines existing programs to increase net sales and its customer base,
The Company may be adversely impacted if merchandise and marketing programs fail to attract customers into its stores or if
the merchandising programs implemented by the Company are not attractive to its customers.

Unusual weather or natural disasters that may impact sales and or operations

Extreme changes in weather patterns or other natural disasters influence customer trends and purchases. Likewise,
weather patterns and natural disasters may negatively impact sales and/or operation of the Company.
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Competitive factors

The Company is in a highly competitive sector of the discount retail merchandise sector with numerous competitors,
some of whom may have greater resources than the Company. The Company competes for customers, merchandise, real
estate locations and employees. This competitive environment subjects the Company to various risks, including the ability to
continue its store growth and provide attractive merchandise to its custommers at competitive prices that allow the Company to
maintain its profitability.

Pricing pressures, including inflation and energy prices

Increases in the cost of goods and services, including changes resulting from inflationary pressures, may reduce the
Company’s profitability and/or sales. The Company’s ability to pass on incremental pricing changes may be limited due to
operational and/or competitive factors. Increases in prices, including changes in energy prices, may impact the Company’s
customer base by limiting the amount of discretionary spending of its customers and may impact the Company through
increased costs of goods and/or increased operating expenses.

Changes in consumer demand and product mix; and changes in overall economic conditions

A general slowdown in the U.S. economy may adversely affect the spending of the Company’s customers, which
may result in lower net sales than expected on a quarterly or annual basis. In addition, changes in the types of products made
available for sale and the selection of the products by customers affect sales, product mix and margins. Future economic
conditions affecting disposable consumer income, such as employment levels, business conditions, fuel and energy costs,
interest rates, and tax rates, could also adversely affect the Company’s business by reducing spending or causing customers to
shift their spending to other products.

The impact of acts of war or terrorism and transportation and distribution delays or interruptions

Significant acts of terrorism, existing U.S. military efforts, as well as the involvement of the U.S. in other military
engagements, could have an adverse impact on the Company by, among other things, disrupting its distribution or
information systems, causing dramatic increases in fuel prices which increase the cost of doing business, or impeding the
flow of imports or domestic products to the Company. Delays or interruptions in the transportation and distribution of
products could have an adverse impact on the Company.

Merchandise supply and pricing and the interruption of and dependence on imports

The Company has generally been able to obtain sufficient quantities of attractive merchandise at prices that allow
the Company to profitably sell such merchandise. Any disruption in that supply and/or the pricing of such merchandise could
negatively impact the Company’s operations and results. A significant amount of the goods sold by the Company are
imported, and changes to the flow of these goods for any reason could have an adverse impact on the Company.

Delays associated with building and opening of distribution facilities and stores and costs of operating distribution facilities
and stores

The Company maintains a network of distribution facilities in its geographic territory, and constructs new facilities
to support its growth. In addition, the Company expands its network of stores through opening new stores and remodeling
existing stores each year. Delays in opening distribution facilities or stores could adversely affect the Company’s future
operations by slowing growth, which may in turn reduce revenue growth. Adverse changes in the cost to operate distribution
facilities and stores, such as changes in labor, utility, and other operating costs, could have an adverse impact on the
Company. Adverse changes in inventory shrinkage at the store-level or in distribution facilities could have a negative impact
on the Company.
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Operational difficulties

The Company’s stores are decentralized and are managed through a network of geographically dispersed
management personnel. Inability of the Company to effectively and efficiently operate its stores, including the ability to
control losses resulting from inventory shrinkage, may negatively impact the Company’s sales and/or margin. In addition,
the Company relies upon its distribution and logistics network to provide goods to stores in a timely and cost-effective
manner; any disruption, unanticipated expense or operational failure related to this process could negatively impact store
operations. Finally, the Company’s operations are facilitated by the use of various technologies, the disruption or failure of
which could negatively impact the Company’s operations.

Higher costs, potential problems and achievement of targeted results associated with the implementation of new programs,
systems and technology

The Company is undertaking a variety of operating initiatives as well as infrastructure initiatives. The failure to
properly execute any of these initiatives could have an adverse impact on the future operating results of the Company.

Changes in state or federal legislation or regulations, including the effects of legislation and regulations on wage levels and
entitlement programs,; changes in currency exchange rates, trade restrictions, tariffs, quotas and freight rates

Unanticipated changes in federal or state wage requirements or other changes in workplace regulation could
adversely impact the Company’s ability to achieve its financial targets. Because a substantial amount of the Company’s
imported merchandise comes from China, a change in the Chinese currency policy could negatively impact the Company’s
merchandise costs. Changes in trade restrictions, new tariffs and quotas, and higher shipping costs for goods could also
adversely impact the ability of the Company to achieve anticipated operating results.

Success of new store opening program

The Company’s growth is dependent on both increases in sales in existing stores and the ability to open new stores.
Unavailability of store locations that the Company deems attractive, delays in the acquisition or opening of new stores,
difficulties in staffing and operating new store locations and lack of customer acceptance of stores in expanded market areas
all may negatively impact the Company’s new store growth, the costs associated with new stores and/or the profitability of
new stores.

Changes in the Company’s ability to attract and retain employees, and changes in health care and other insurance costs

The growth of the Company could be adversely impacted by its inability to attract and retain employees at the store
operations level, in distribution facilities, and at the corporate level, including the Company’s senior management team.
Adverse changes in health care costs could also adversely impact the Company’s ability to achieve its operational and
financial goals and to offer attractive benefit programs to its employees.

Adverse impacts associated with legal proceedings and claims

The Company is a party in a variety of legal proceedings and claims, including those described elsewhere in this
Report. Operating results for the Company could be adversely impacted if legal proceedings and claims against the
Company are made, requiring the payment of cash towards those proceedings or changes to the operation of the business.

All of the forward-looking statements made by the Company in this Report and other documents or statements are
qualified by these and other factors, risks and uncertainties. Readers are cautioned not to place undue reliance on these
forward-looking statements, which speak only as of the date of this Report. The Company does not undertake to publicly
update or revise its forward-looking statements even if experience or future changes make it clear that projected results
expressed or implied in such statements will not be realized.

ITEM7A. QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK

The Company is subject to market risk from exposure to changes in interest rates based on its financing, investing
and cash management activities. The Company maintains unsecured revolving credit facilities at variable interest rates to
meet the short-term needs of its expansion program and seasonal inventory increases.
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Report of Independent Registered Public Accounting Firm
To the Board of Directors and Shareholders of Family Dollar Stores, Inc:

We have completed an integrated audit of Family Dollar Stores, Inc.'s August 27, 2005 consolidated financial statements and of
its internal control over financial reporting as of August 27, 2005 and audits of its August 28, 2004 and August 30, 2003
consolidated financial statements in accordance with the standards of the Public Company Accounting Oversight Board (United
States). Our opinions, based on our audits, are presented below.

Consolidated financial statements

In our opinion, the consolidated financial statements listed in the index appearing under Item 15(a)(1) present fairly, in all
material respects, the financial position of Family Dollar Stores, Inc., and its subsidiaries at August 27, 2005 and August 28,
2004, and the results of their operations and their cash flows for each of the three years in the period ended August 27, 2005 in
conformity with accounting principles generally accepted in the United States of America. These financial statements are the
responsibility of the Company’s management. Our responsibility is to express an opinion on these financial statements based on
our audits. We conducted our audits of these statements in accordance with the standards of the Public Company Accounting
Oversight Board (United States). Those standards require that we plan and perform the audit to obtain reasonable assurance
about whether the financial statements are free of material misstatement. An audit of financial statements includes examining,
on a test basis, evidence supporting the amounts and disclosures in the financial statements, assessing the accounting principles
used and significant estimates made by management, and evaluating the overall financial statement presentation. We believe
that our audits provide a reasonable basis for our opinion.

Internal control over financial reporting

Also, in our opinion, management’s assessment, included in Management’s Report on Internal Control Over Financial
Reporting appearing under Item 9A, that the Company maintained effective internal control over financial reporting as of
August 27, 2005 based on criteria established in Internal Control - Integrated Framework issued by the Committee of
Sponsoring Organizations of the Treadway Commission (COSOQ), is fairly stated, in all material respects, based on those
criteria. Furthermore, in our opinion, the Company maintained, in all material respects, effective internal control over financial
reporting as of August 27, 2005, based on criteria established in Internal Control - Integrated Framework issued by the COSO.
The Company’s management is responsible for maintaining effective internal control over financial reporting and for its
assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express opinions on
management’s assessment and on the effectiveness of the Company’s internal control over financial reporting based on our
audit. We conducted our audit of internal control over financial reporting in accordance with the standards of the Public
Company Accounting Oversight Board (United States). Those standards require that we plan and perform the audit to obtain
reasonable assurance about whether eftective internal control over financial reporting was maintained in all material respects.
An audit of internal control over financial reporting includes obtaining an understanding of internal control over financial
reporting, evaluating management’s assessment, testing and evaluating the design and operating effectiveness of internal
control, and performing such other procedures as we consider necessary in the circumstances. We believe that our audit
provides a reasonable basis for our opinions.

A company’s internal control over financial reporting is a process designed to provide reasonable assurance regarding the
reliability of financial reporting and the preparation of financial statements for external purposes in accordance with generally
accepted accounting principles. A company’s internal control over financial reporting includes those policies and procedures
that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and
dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to permit
preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also,
projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate
because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

PricewaterhouseCoopers LLP
Charlotte, North Carolina
November 2, 2005
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FAMILY DOLLAR STORES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF INCOME

Years Ended
August 27, August 28, August 30,

(in thousands, except per share amounts) 2005 2004 2003
Net sales $ 5,824,808 $ 5,281,888 $ 4,750,171
Costs and expenses:

Cost of sales 3,908,569 3,496,278 3,145,788

Selling, general and administrative 1,573,444 1,378,948 1,221,239
Cost of sales and operating expenses 5,482,013 4,875,226 4,367,027
Income before income taxes 342,795 406,662 383,144
Income taxes (Note 6) 125,286 148,758 139,835
Net income $ 217,509 $ 257,904 $ 243,309
Net income per common share - basic (Note 10) $ 1.30 $ 1.51 $ 1.41

Average shares - basic (Note 10) 166,791 170,770 172,346
Net income per common share - diluted (Note 10) $ 1.30 $ 1.50 3 1.40

Average shares - diluted (Note 10) 167,092 171,624 173,354

The accompanying notes are an integral part of the consolidated financial statements.

21




FAMILY DOLLAR STORES, INC., AND SUBSIDIARIES
CONSOLIDATED BALANCE SHEETS

(in thousands, except per share and share amounts) August 27, 2005 August 28, 2004
ASSETS
Current assets:
Cash and cash equivalents 3 105,175 ) 87,023
Investment securities (Note 2) 33,530 120,840
Merchandise inventories 1,090,791 980,124
Deferred income taxes (Note 6) 100,493 84,084
Income tax refund receivable - 1,304
Prepayments and other current assets 24,779 16,937
Total current assets 1,354,768 1,290,312
Property and equipment, net (Note 3) 1,027,475 918,449
Other assets 27,258 15,600
$ 2,409,501 $ 2,224,361
LIABILITIES AND SHAREHOLDERS' EQUITY
Current liabilities:
Accounts payable $ 574,831 $ 534,405
Accrued liabilities (Note 5) 315,508 266,180
Income taxes payable 4,272 -
Total current liabilities 894,611 800,585
Deferred income taxes (Note 6) $ 26,824 $ 86,694
Commitments and contingencies (Note 8)
Shareholders' Equity: (Notes 9 and 10)
Preferred stock, $1 par; authorized and unissued 500,000
shares
Common stock, $.10 par; authorized 600,000,000 shares;
issued 188,871,738 shares at August 27, 2005, and
187,671,318 shares at August 28, 2004, and outstanding
165,262,513 shares at August 27, 2005, and 167,396,998
shares at August 28, 2004 18,887 18,767
Capital in excess of par 133,743 106,853
Retained earnings 1,654,861 1,498,890
1,807,491 1,624,510
Less: common stock held in treasury, at cost (23,609,225
shares at August 27, 2005, and 20,274,320 shares at August
28, 2004) 379,425 287,428
1,428,066 1,337,082
$ 2,409,501 $ 2,224,361

The accompanying notes are an integral part of the consolidated financial statements.

22




FAMILY DOLLAR STORES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF SHAREHOLDERS’ EQUITY
Years Ended August 27, 2005, August 28, 2004, and August 30, 2003

(in thousands, except per share and share amounts)

Common
stock

Capital in
excess of par

Retained
earnings

Treasury
stock

Balance, August 31, 2002
(185,830,901 shares common stock;
12,501,666 shares treasury stock)

Net income for the year

Issuance of 1,079,092 common shares under
employee stock option plan, including tax
benefits (Note 9)

Purchase of 2,202,200 common shares for
treasury

Issuance of 2,583 shares of treasury stock under
the Family Dollar 2000 Outside Directors Plan

Less dividends on common stock, $.29 per share

$

18,583

108

$

63,294

24,098

65

$ 1,103,644
243,309

(49,890)

$

44,944

65,851

(16)

Balance, August 30, 2003
(186,909,993 shares common stock;
14,701,283 shares treasury stock)

Net income for the year

Issuance of 761,325 common shares under
employee stock option plan, including tax
benefits (Note 9)

Purchase of 5,576,100 common shares for
treasury

Issuance of 3,063 shares of treasury stock under
the Family Dollar 2000 Outside Directors Plan

Less dividends on common stock, $.33 per share

18,691

76

87,457

19,318

78

1,297,063
257,904

(56,077)

110,779

176,674

(2%)

Balance, August 28, 2004
(187,671,318 shares common stock;
20,274,320 shares treasury stock)

Net income for the year

Issuance of 1,200,420 common shares under
employee stock option plan, including tax
benefits (Note 9)

Purchase of 3,338,500 common shares for
treasury

Issuance of 3,595 shares of treasury stock under
the Family Dollar 2000 Outside Directors Plan

Less dividends on common stock, $.37 per share

18,767

120

106,853

26,829

61

1,498,890
217,509

(61,538)

287,428

92,049

(52)

Balance, August 27, 2008
(188,871,738 shares common stock;
23,609,225 shares treasury stock)

$

18,887

$

133,743

$ 1,654,861

$

379,425

The accompanying notes are an integral part of the consolidated financial statements.
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FAMILY DOLLAR STORES, INC., AND SUBSIDIARIES
CONSOLIDATED STATEMENTS OF CASH FLOWS

Years Ended
August 27, August 28, August 30,
(in thousands) 2005 2004 2003
Cash flows from operating activities:
Net income $ 217,509 $ 257,904 $ 243,309
Adjustments to reconcile net income to net cash provided by
operating activities:
Depreciation and amortization 114,733 102,010 92,360
Deferred income taxes (16,279) (4,268) (3,740)
Tax benefit from stock option exercises 3,700 4,476 6,815
Loss on disposition of property and equipment 3,306 4311 3,905
Changes in operating assets and liabilities:
Merchandise inventories (110,667) (125,754) (87,739)
Income tax refund receivable 1,304 (1,304) 6,469
Prepayments and other current assets (7,842) 16,685 (21,069)
Other assets (11,658) 1,480 (3,937)
Accounts payable and accrued liabilities 100,974 121,608 65,277
Income taxes payable 4,272 (671) 671
299,352 376,477 302,321
Cash flows from investing activities:
Purchases of investment securities (280,100) (282,265) (281,859)
Sales of investment securities 367,410 365,924 249,110
Capital expenditures (229,065) (218,748) (220,285)
Proceeds from dispositions of property and equipment 2,000 1,550 1,051
(139,755) (133,539) (251,983)
Cash flows from financing activities:
Purchases of stock for treasury (91,997) (176,649) (65,835)
Change in cash overdrafts (12,675) (20,501) 18,381
Proceeds from exercise of stock options 23,310 14,996 17,456
Payment of dividends (60,083) (54,755) (48,242)
(141,445) (236,909) (78,240)
Net increase (decrease) in cash and cash equivalents 18,152 6,029 (27,902)
Cash and cash equivalents at beginning of year 87,023 80,994 108,896
Cash and cash equivalents at end of year $ 105,175 3 87,023 $ 80,994
Supplemental disclosures of cash flow information
Cash paid during the period for:
Purchases of property and equipment awaiting processing for
payment, included in accounts payable $ 12,239 $ 14,272 3 15,077
Interest — — —
Income taxes 132,288 150,525 129,619

The accompanying notes are an integral part of the consolidated financial statements.
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS
Years Ended August 27, 2005, August 28, 2004, and August 30, 2003

1. Description of Business and Summary of Significant Accounting Policies:

Description of business:

The Company operates a chain of neighborhood retail discount stores in 44 contiguous states. The Company manages its
business on the basis of one reportable segment. The Company’s products include hardline merchandise such as household
products, health and beauty aids, and snacks and other food, and softline merchandise such as clothing, shoes and domestic
items.

Principles of consolidation:
The consolidated financial statements include the accounts of the Company and its subsidiaries, all of which are wholly
owned. All significant intercompany balances and transactions have been eliminated.

Cash equivalents:

The Company considers all highly liquid investments with an original maturity of three months or less to be “cash
equivalents.” The carrying amount of the Company’s cash equivalents approximates fair value due to the short maturities of
these investments and consists primarily of money market funds and other overnight investments. The Company maintains
cash deposits with major banks, which from time to time may exceed federally insured limits. The Company periodically
assesses the financial condition of the institutions and belicves that the risk of any loss is minimal.

Investment securities:

The items classified as investment securities are principally auction rate securities and variable rate demand notes. The
Company classifies all investment securities as available-for-sale. Securities accounted for as available-for-sale are required
to be reported at fair value with unrealized gains and losses, net of taxes, excluded from net income and shown separately as
a component of accumulated other comprehensive income within stockholders' equity. The securities that the Company has
classified as available-for-sale generally trade at par and as a result typically do not have any realized or unrealized gains or
losses.

Merchandise inventories:
Inventories are valued using retail prices less markon percentages and approximate the lower of first-in, first-out (FIFO) cost
or market.

Property and equipment:

Property and equipment is stated at cost. Depreciation for financial reporting purposes is calculated using the straight-line
method over the estimated useful lives of the related assets. For leasehold improvements, this depreciation is over the shorter
of the term of the related lease (generally five years) or the asset's useful economic life.

Estimated useful lives are as follows:

Buildings and building improvements 10-40 years
Furniture, fixtures and equipment 3-10 years
Transportation equipment 3-10 years
Leasehold improvements 5-10 years

The Company capitalizes certain costs incurred in connection with developing, obtaining and implementing software for
internal use. Capitalized costs are amortized over the expected economic life of the assets, generally ranging from five to
eight years.

Property and equipment is reviewed for impairment whenever events or changes in circumstances indicate that the carrying
amount of an asset may not be recoverable.

Revenues:

The Company recognizes revenue, net of returns, at the time the customer tenders payment for and takes possession of the
merchandise.
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Insurance labilities:

The Company is primarily self-insured for health care, property loss, workers’ compensation and general liability costs.
These liabilities are based on the total estimated costs of claims filed and estimates of claims incurred but not reported, less
amounts paid against such claims, and are not discounted.

Advertising costs:

Advertising costs, net of co-op recoveries from vendors, are expensed on the commencement of the advertisement and
amounted to $4.7 million and $2.0 million in fiscal 2005 and fiscal 2004 respectively. Net advertising expense amounts were
not material in fiscal 2003,

Vendor allowances:
Cash consideration received from a vendor is presumed to be a reduction of the purchase cost of merchandise and is reflected
as a reduction of cost of sales unless it can be demonstrated this offsets an incremental expense, in which case it can be netted
against that expense.

Store opening and closing costs:

The Company charges pre-opening costs against operating results when incurred. For properties under operating lease
agreements, the present value of any remaining liability under the lease, net of expected sublease and lease termination
recoveries, is expensed when the closing occurs.

Selling, general and administrative expenses:
Buying, distribution center and occupancy costs, including depreciation, are included in selling, general and administrative
expenses.

Operating leases:

Except for its corporate headquarters and distribution centers, the Company generally conducts its operations from leased
facilities. Generally, store real estate leases are for initial terms of from five to ten years with multiple renewal options for
additional five-year periods. Certain leases provide for contingent rental payments based upon a percentage of store sales.

For purposes of recognizing incentives, premiums and minimum rental expenses on a straight-line basis over terms of the
leases, the Company uses the date of initial possession to begin amortization, which is generally when the Company enters
the space and begins to make improvements in preparation of intended use. For tenant improvement allowances and rent
holidays, the Company records a deferred rent liability at the inception of the lease term and amortizes the deferred rent over
the terms of the leases as reductions to rent expense on the Consolidated Statements of Income. The Company also has long-
term leases for equipment generally with lease terms of five years or less.

Income taxes:
The Company records deferred income tax assets and liabilities for the expected future tax consequences of temporary
differences between the financial reporting bases and the income tax bases of its assets and liabilities.

Stock options: :

The Company accounts for stock-based compensation using the intrinsic value method prescribed in Accounting Principles
Board Opinion No. 25, “Accounting for Stock Issued to Employees” (“APB No. 25”), and related Interpretations. The
exercise price of options awarded under the Company’s 1989 Non-Qualified Stock Option Plan has been equal to the fair
market value of the underlying Common Stock on the date of grant. Accordingly, no compensation expense has been
recognized for options granted under the plan. Income tax benefits attributable to stock options exercised are credited to
capital in excess of par.

The Company utilizes the disclosure-only provisions of Statement of Financial Accounting Standards No. 148, “Accounting
for Stock-Based Compensation-Transition and Disclosure.” If compensation cost for the Company’s stock-based
compensation plan had been determined based on fair value at the grant date for awards under this plan consistent with the
methodology prescribed under this statement, net income and net income per share would have been reduced to the pro forma
amounts indicated in the table below (in thousands, except per share amounts):
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2005 2004 2003

Net income — as reported $ 217,509 $ 257,904 $ 243,309
Pro forma stock-based compensation cost (15,374) (8,062) (5,988)
Net income — pro forma $ 202,135 3 249,842 $ 237,321

Net income per share — as reported

basic $ 1.30 $ 1.51 $ 1.41

diluted $ 1.30 $ 1.50 $ 1.40
Net income per share — pro forma

basic $ 1.21 $ 1.46 $ 1.38

diluted $ 1.21 $ 1.46 $ 1.37

The increase in pro forma stock-based compensation cost in fiscal 2005 was a result of the acceleration of certain
“underwater” (i.e. the options have an exercise price in excess of the market value of the stock, determined as of August 26,
2005) options. On August 18, 2005, the Compensation Committee of the Board of Directors of the Company approved the
acceleration of the vesting date of certain previously issued and outstanding options under the 1989 Non-Qualified Stock
Option Plan, effective as of August 26, 2005. The accelerated vesting program applies to: (i) all unvested options that
currently have an exercise price in excess of $40.00/share, including options held by the five most highly compensated
executive officers of the Company, and (ii) all unvested options that are underwater and are held by employees at the level of
manager or below.

The Company implemented the acceleration program to enhance retention incentives for current employees and to reduce the
compensation expense the Company would otherwise be required to recognize as a result of the Company’s adoption,
effective for fiscal 2006, of SFAS 123R. The future expense eliminated as a result of the option acceleration program was
approximately $12.9 million, or $8.2 million net of taxes over a period of four years during which the options would have
vested.

New accounting pronouncement

In December 2004, the Financial Accounting Standards Board (“FASB”) issued SFAS No. 123R which requires all
companies to measure compensation cost for all share-based payments (including employee stock options) at fair value,
effective for public companies for interim or annual periods beginning after June 15, 2005. The FASB concluded that
companies can adopt the new standard in one of two ways: the modified prospective transition method, in which the company
would recognize share-based employee compensation from the beginning of the fiscal period in which the recognition
provisions are first applied as if the fair-value-based accounting method had been used to account for all employee awards
granted, modified, or settled after the effective date and to any awards that were not fully vested as of the effective date; or
the modified retrospective transition method, in which a company would recognize employee compensation cost for periods
presented prior to the adoption of SFAS No. 123R in accordance with the original provisions of SFAS No. 123 “Accounting
for Stock-Based Compensation,” pursuant to which a company would recognize employee compensation cost in the amounts
reported in the pro forma disclosures provided in accordance with SFAS No. 123. The Company will adopt SFAS No. 123R
during the first quarter of fiscal 2006 and will use the modified prospective transition method. During fiscal 2006, the
Company expects to incur incremental SG&A expense of approximately $6 million to $10 million related to the 1989 Non-
Qualified Stock Option Plan as a result of the adoption of SFAS No. 123R.

Fiscal year:
The Company’s fiscal year generally ends on the Saturday closest to August 31.

Use of estimates:

The preparation of the Company’s consolidated financial statements, in conformity with accounting principles generally
accepted in the United States of America, requires management to make estimates and assumptions. These estimates and
assumptions affect the reported amounts of assets and liabilities, the disclosure of contingent assets and liabilities at the date
of the financial statements, and the reported amounts of revenues and expenses during the reporting period. Actual results
could differ from these estimates.

Reclassifications and other:

Certain reclassifications of the fiscal 2003 and fiscal 2004 amounts have been made to conform to the fiscal 2005
presentation. The fourth quarter of fiscal 2005 included an $8.4 million cumulative pre-tax charge to correct property tax
accruals on leased properties.
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2. Investment Securities

The Company's investments consist of the following short-term available-for-sale securities (in thousands):

Gross Gross
Unrealized Unrealized
Amortized Holding Holding
Auction Rate Securities And Variable Rate Demand Notes Cost Gains Losses Fair Value
August 27, 2005 $ 33,530 — — 3 33,530
August 28, 2004 $ 120,840 — — 3 120,840

Proceeds from sales of short-term investment securities available-for-sale during fiscal 2005, fiscal 2004 and fiscal 2003
were $367,410, $365,924, and $249,110, respectively. No gains or losses were realized on those sales for fiscal 2005, fiscal
2004 and fiscal 2003,

3. Property and Equipment:
August 27, August 28,
(in thousands) 2005 2004
Buildings and building improvements h 445,826 $ 390,363
Furniture, fixtures and equipment 779,895 669,011
Transportation equipment 68,173 60,289
Leasehold improvements 270,156 212,968
Construction in progress 38,871 59,453
1,602,921 1,392,084
Less accumulated depreciation and amortization 642,190 535,765
960,731 856,319
Land 66,744 62,130
3 1,027,475 $ 918,449
4. Revolving Credit Facilities and Short-Term Borrowings:

The Company has unsecured revolving credit facilities with banks for short-term borrowings of up to $200 million.

On May 25, 2006, $100 million of the facilities will expire, and the remaining $100 million will expire on May 31, 2010.
The Company expects that the facilities expiring on May 25, 2006, will be extended. Any borrowings under these facilities
are at a variable interest rate based on short-term market interest rates. The Company had no borrowings against these
facilities during fiscal 2003, fiscal 2004 or fiscal 2003.

5. Accrued Liabilities:
August 27, August 28,
(in thousands) 2005 2004
Compensation $ 44,397 $ 46,066
Self-insurance liabilities 157,134 124,343
Taxes other than income taxes 43,217 36,436
Deferred rent 42,728 28,773
Other 28,032 30,562
3 315,508 s 266,180
6. Income Taxes:

The tax effects of temporary differences that give rise to significant portions of the deferred tax assets and deferred tax
liabilities as of the end of fiscal 2005 and the end of fiscal 2004, were as follows (in thousands):
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August 27, August 28,

2005 2004
Deferred income tax liabilities:
Excess of book over tax basis of property and equipment $ 86,824 $ 86,694
Deferred income tax assets:
Excess of tax over book basis of inventories $ 14,901 $ 17,019
Currently nondeductible accruals for:
Self-insurance 60,308 47,723
Compensation 8,980 7,137
Deferred rent 12,227 6,743
Other 4,077 5,462
Total deferred income tax assets 3 100,493 $ 84,084

The provisions for income taxes in fiscal 2003, fiscal 2004 and fiscal 2003 were as follows (in thousands):

2005 2004 2003
Current:
Federal $ 126,497 $ 138,508 $ 130,923
State ’ 15,068 14,518 12,652
141,565 153,026 143,575
Deferred:
Federal (14,463) (3,782) (3,773)
State (1,816) (486) 33
(16,279) (4,268) (3,740)
Total $ 125,286 3 148,758 $ 139,835

The following table summarizes the components of income tax expense in fiscal 2005, fiscal 2004 and fiscal 2003 (in
thousands):

2005 2004 2003
% %o %
Income tax of pre-tax  Income tax of pre-tax Income tax  of pre-tax
expense income expense income expense income

Computed “expected” federal

income tax $ 119,978 35.0 $ 142,331 35.0 $ 134,100 350
State income taxes, net of federal

income tax benefit 8,632 2.5 9,391 23 8,179 2.1
Other (3,324) (1.0 (2,964) (0.7) (2,444) (0.6)
Actual income tax expense $ 125286 36.5 $ 148,758 36.6 $ 139,835 36.5

The Internal Revenue Service is currently examining the Company’s consolidated federal income tax returns for fiscal 2004
and fiscal 2003. Although the ultimate outcome of the examination cannot be presently determined, the Company believes
that it has made adequate provision for federal income taxes with respect to all open years.

7. Employee Benefit Plans:

Incentive compensation plan:

The Company has an incentive profit-sharing plan which provides that, at the discretion of the Board of Directors, the
Company may pay certain employees and officers an aggregate amount not to exceed 5% of the Company’s consolidated
income before income taxes. There were no expenses under the profit-sharing plan in fiscal 2005. Expenses under the profit-
sharing plan were $5.5 million in fiscal 2004 and $7.3 million in fiscal 2003.
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Compensation deferral plans:

The Company has a voluntary compensation deferral plan, under Section 401(k) of the Internal Revenue Code, available to
eligible employees. At the discretion of the Board of Directors, the Company makes contributions to the plan which are
allocated to participants, and in which they become vested, in accordance with formulas and schedules defined by the plan.
Company expenses for contributions to the plan were $3.0 million in fiscal 2005, $2.7 million in fiscal 2004 and $2.3 million
in fiscal 2003.

In fiscal 2003, the Company adopted a deferred compensation plan to provide certain key management employees the ability
to defer a portion of their base compensation and bonuses. The plan is an unfunded nonqualified plan. The deferred amounts
and earnings thereon are payable to participants, or designated beneficiaries, at specified future dates, upon retirement or
death. The Company does not make contributions to this plan or guarantee earnings.

8. Commitments and Contingencies:
Operating leases:

Rental expenses on all operating leases, both cancelable and non-cancelable, for fiscal 2005, fiscal 2004 and fiscal 2003 were
as follows (in thousands):

2005 2004 2003
Minimum rentals, net of minor sublease rentals $ 274,562 § 238,188 § 210,268
Contingent rentals 4,670 4,722 5,134

$ 279,232 § 242910 § 215,402

The following table shows the Company’s obligations and commitments to make future payments under contractual
obligations, including future minimum rental payments required under operating leases that have initial or remaining non-
cancelable lease terms in excess of one year at the end of fiscal 2005 (in thousands):

Payments Due During One Year Fiscal Period Ending

August August August August August
Contractual Obligations Total 2006 2007 2008 2009 2010 Thereafter
Merchandise letters of credit  $ 125,613 § 125,613 § — 3 — 5 — — 3 —
Operating leases 1,135,810 252,588 225,649 188,636 150,096 107,522 211,319
Construction obligations 58,992 58,992 — — — — —
Total $ 1320415 § 437,193 § 225,649 $ 188,636 § 150,096 $ 107,522 $ 211,319

Most of the Company’s operating leases provide the Company with an option to extend the term of the lease at designated
rates.

The following table shows the Company’s other commercial commitments at the end of fiscal 2005 (in thousands):

Total
Amounts
Other Commercial Commitments Committed
Standby letters of credit $ 114,979
Surety bonds 6,458
Total 8 121,437

At the end of fiscal 2005, approximately $78.1 million of the merchandise letters of credit are included in accounts payabie
on the Company’s consolidated balance sheet. A substantial portion of the outstanding amount of standby letters of credit
and surety bonds (which are primarily renewed on an annual basis) are used as surety for future premium and deductible
payments to the Company’s workers’ compensation and general liability insurance carrier. The Company accrues for these
liabilities based on the total estimated costs of claims filed and claims incurred but not reported, and are not discounted.
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Litigation:

On January 30, 2001, Janice Morgan and Barbara Richardson, two individuals who have held the position of Store Manager
for subsidiaries of the Company, filed a Complaint against the Company in the United States District Court for the Northern
District of Alabama. Thereafier, pursuant to the Court’s ruling, notice of the pendency of the lawsuit was sent to
approximately 13,000 current and former Store Managers holding the position on or after July 1, 1999. Approximately 2,550
of those receiving such notice filed consent forms and joined the lawsuit as plaintiffs, including approximately 2,300 former
Store Managers and approximately 250 then current employees. After rulings by the Court on motions to dismiss certain
plaintiffs filed by the Company and motions to reconsider filed by plaintiffs, 1,424 plaintiffs remained in the case at the
commencement of trial.

The case has proceeded as a collective action under the Fair Labor Standards Act (“FLSA™). The Complaint alleges that the
Company violated the FLSA by classifying the named plaintiffs and other similarly situated current and former Store
Managers as “exempt” employees who are not entitled to overtime compensation. Plaintiffs seek to recover unpaid overtime
compensation in an amount currently estimated to be up to approximately $50 million, liquidated damages equal to the
overtime award, if any, plus an award of attorneys’ fees, costs and expenses, and such other relief as the Court may deem
proper.

A jury trial in this case commenced on June 13, 2005, in Tuscaloosa, Alabama, and ended on June 28, 2005, with the judge
declaring a mistrial after the jury was unable to reach a unanimous decision in the matter. The case is scheduled to be retried
commencing on February 21, 2006.

In general, the Company continues to believe that the Store Managers are “exempt” employees under the FLSA and have
been properly compensated and that the Company has meritorious defenses that should enable it ultimately to prevail.
However, the outcome of any litigation is inherently uncertain. Resolution of this matter could have a material adverse effect
on the Company’s financial position, liquidity or results of operation.

The Company is involved in numerous other legal proceedings and claims incidental to its business, including litigation
related to alleged failures to comply with various state and federal employment laws. While the ultimate outcome cannot be
determined, the Company currently believes that these proceedings and claims, both individually and in the aggregate, should
not have a material adverse effect on the Company’s financial position, liquidity or results of operations. However, the
outcome of any litigation is inherently uncertain and, if decided adversely to the Company, the Company may be subject to
liability that could have a material adverse effect on the Company’s financial position, liquidity or resuits of operations.

9, Employee Stock Option Plan:

The Company’s 1989 Non-Qualified Stock Option Plan provides for the granting of options to key employees to purchase
shares of Common Stock at prices not less than fair market value on the date of the grant. Options expire five years from the
date of grant and are exercisable to the extent of 40% after the second anniversary of the grant and an additional 30% at each
of the following two anniversary dates on a cumulative basis.

If the provisions of SFAS No. 123 expensing had been applied, the Company’s net income and net income per common share
would have been impacted as summarized in the discussion of the Company’s stock option accounting policy in Note 1.

The average fair value of options granted during fiscal 2005, fiscal 2004 and fiscal 2003 is $6.85, $11.47 and $9.14 per share,
respectively.

The fair value of each option grant is estimated on the date of grant using the Black-Scholes option-pricing model with the
following assumptions:

2005 2004 2003
Expected dividend yield 1.25% 0.75% 0.89%
Expected stock price volatility 31.82% 36.49% 41.54%
Weighted average risk-free interest rate 3.52% 3.06% 2.74%
Expected life of options (years) 3.5 3.5 3.5

These assumptions are evaluated and revised, as necessary, to reflect market conditions and experience.
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The summary of the status of the Company’s stock-based compensation plan as of the end of fiscal 2005, fiscal 2004 and
fiscal 2003, and changes during the years then ended were as follows (in thousands, except per share amounts):

Weighted

Average

Options Range of Option Prices Exercise

Outstanding Per Share Price

Balance, August 31, 2002 4,411 $ 1138 to § 3550 § 20.05
Granted 1,793 2475 to  39.00 28.99
Exercised (1,079) 1138 to 27.75 16.11
Canceled (124) 1500 to 3750 24.95
Balance, August 30, 2003 5,001 § 1475 to $ 3900 § 23.99
Granted 2,036 26.00 to 44.00 39.56
Exercised (761) 1475 to 3125 19.60
Canceled (320) 16.00 to 42.25 30.55
Balance, August 28, 2004 5,956 $ 1475 to §$ 4400 $ 29.52
Granted 2,113 2075 to 33.25 26.99
Exercised (1,200) 1475 to 3225 18.71
Canceled (807) 16.00 to 44.00 32.05
Balance, August 27, 2005 6,062 $ 1775 to $ 4400 § 30.44

At the end of fiscal 2005, fiscal 2004 and fiscal 2003, options for 3.6 million, 1.2 million, and 1.0 million shares were
exercisable, respectively.

The following table summarizes information about stock options outstanding at the end of fiscal 2005 (in thousands, except
per share amounts):

Options Qutstanding Options Exercisable
Weighted Number

Number ‘Weighted Average Average Exercisable Weighted

Outstanding at Remaining Exercise at August 27, Average
Range of Exercise Prices August 27, 2005 Contractual Life Price 2005 Exercise Price
1775 to $2699 1,251 1.81 years $ 24.19 852 § 2428
27.00 to 3475 3,276 3.22 28.14 1,274 28.39
34.76 to 44.00 1,535 3.07 40.46 1,462 40.62
$17.75 to §44.00 6,062 289 years $ 30.44 3,588 § 32.40

At the end of fiscal 2005, fiscal 2004 and fiscal 2003, shares available for granting of stock options under the Company’s
stock option plan were 4.2 million, 5.5 million and 7.2 million shares, respectively.

10. Commuon Stock:

Basic net income per common share is computed by dividing net income by the weighted average number of shares
outstanding during each period. Diluted net income per common share gives effect to all securities representing potential
common shares that were dilutive and outstanding during the period. The exercise prices for certain of the outstanding stock
options that the Company has awarded exceed the average market price of the Company’s Common Stock. Such stock
options are antidilutive (options for 3.4 million, 2.0 million and 0.5 million at the end of fiscal 2005, fiscal 2004 and fiscal
2003, respectively) and were not included in the computation of diluted net income per common share. In the calculation of
diluted net income per common share, the denominator includes the number of additional common shares that would have
been outstanding if the Company’s outstanding dilutive stock options had been exercised.

During fiscal 2004 and fiscal 2003, the Company purchased in the open market 5.6 million and 2.2 million shares of its
Common Stock, respectively, at a cost of $176.7 million and $65.9 million, respectively. On April 13, 2005, the Company
announced that the Board of Directors authorized the purchase of up to an additional 5 million shares of the Company’s
Common Stock from time to time as market conditions warrant. On August 19, 2005, the Company announced that the
Board of Directors authorized the purchase of an additional $300 million of the Company’s Common Stock from time to time
as market conditions warrant. During fiscal 2005, the Company purchased in the open market 3.3 million shares of the
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Company’s Common Stock at a cost of $92.0 million. As of the end of fiscal 2005, the Company had approximately 18.7
million shares authorized to be purchased.

The following table sets forth the computation of basic and diluted net income per common share (in thousands, except per
share amounts):

2005 2004 2003
Basic net income per share:
Net income $ 217,509 $ 257,904 § 243,309
Weighted average number of shares outstanding 166,791 170,770 172,346
Net income per common share — basic $ 130 § 151 § 1.41
Diluted net income per share:
Net income $ 217,509 $ 257,904 § 243,309
Weighted average number of shares outstanding 166,791 170,770 172,346
Effect of dilutive securities — stock options 301 854 1,008
Average shares — diluted 167,092 171,624 173,354
Net income per common share — diluted $ 130 § .50 § 1.40
11. Unaudited Summaries of Quarterly Results:
(in thousands, except per share amounts) First Quarter Second Quarter Third Quarter Fourth Quarter
2005
Net sales $ 1,380,245 $ 1,586,754 $ 1,427,966 $ 1,429,843
Gross margin 460,352 520,919 479,352 455,616
Net income 54,429 80,073 53,774 29,233
Net income per common share'® $ 0.32 $ 0.48 $ 032 § 0.18)
2004
Net sales $ 1,244,683 $ 1,402,798 $ 1,310,159 $ 1,324,248
Gross margin 431,325 473814 457,376 423,095
Net income 63,437 80,432 72,383 41,652
Net income per common share® $ 0.37 $ 0.46 $ 042 % 0.25

D Includes an $8.4 million cumulative pre-tax charge to correct property tax accruals on leased properties.
@ Figures represent diluted earnings per share.

12. Related Party Transactions:

The Company purchased a variety of merchandise in the ordinary course of business from entities owned or represented by
non-employee family members of the Company’s former Chairman of the Board and the current Chairman of the Board and
Chief Executive Officer. These transactions totaled approximately $1.2 million, $1.2 million, and $17.8 million in fiscal
2005, fiscal 2004 and fiscal 2003, respectively.

13. Subsequent Events

On September 27, 2005, the Company obtained $250 million in aggregate proceeds through a private placement under
Section 4(2) of the Securities Act of 1933, as amended, of unsecured Senior Notes (the “Notes”) to a group of institutional
accredited investors. The Notes were issued in two tranches at par, and rank pari passu in right of payment with the
Company’s other unsecured senior indebtedness. The first tranche has an aggregate principal amount of $169 million, is
payable in a single installment on September 27, 2015, and bears interest at a rate of 5.41% per annum from the date of
issuance. The second tranche has an aggregate principal amount of $81 million, matures on September 27, 2015, with
amortization commencing in the sixth year, and bears interest at a rate of 5.24% per annum from the date of issuance. The
second tranche has a required principal repayment of $16.2 million on September 27, 2011, and on each September 27
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thereafter to and including September 27, 2015. Interest on the Notes will be payable semi-annually in arrears on the 27" day
of March and September of each year commencing on March 27, 2006. The sale of the Notes was effected in transactions
not requiring registration under the Securities Act of 1933, as amended.

On October 4, 2005, the Company executed an overnight share repurchase transaction with a bank for the acquisition of 10
million shares, or approximately 6%, of the Company’s outstanding Common Stock for an initial purchase price of $19.97
per share. The transaction was financed with the proceeds of the Company’s issuance of $250 million aggregate principal
amount of the Notes. Pursuant to the agreement with the bank, the bank will purchase ten million shares in the open market
over the next 3-5 months. At the end of the purchase period, the Company will either receive from or pay to the bank a price
adjustment based on the volume weighted average purchase price of the shares acquired compared to the initial purchase
price to the bank. Such price adjustment can be either in cash or stock at the discretion of the Company. The Company has
limited its potential financial exposure in the event of an increase in its share price above a cap during the purchase period
with respect to five million of the repurchased shares.

Subsequent to the Company’s fiscal 2005 year end, Hurricane Katrina and Hurricane Rita struck the U.S. Guif Coast,
impacting numerous stores in the afflicted areas. The Company has property insurance that covers most of its property
damage. Since the Company’s stores are widely dispersed, lost sales due to closed stores are generally limited and are often
offset by increased sales in other stores. Therefore, these storms have not had a material impact in the aggregate on the
Company’s financial position, liquidity or results of operations. The long-term impact of these storms is more difficult to
forecast. The potential increase in energy costs over the long-term could negatively impact the Company and its customers.
However, the resources received by customers from government and private organizations and the funds contributed in the
rebuilding effort, could positively impact sales.

ITEM 9. CHANGES IN AND DISAGREEMENTS WITH ACCOUNTANTS ON ACCOUNTING AND
FINANCIAL DISCLOSURE

None.

ITEM 9A. CONTROLS AND PROCEDURES
Disclosure Controls and Procedures

Based on an evaluation by management of the Company (with the participation of the Company’s Chief Executive
Officer and Chief Financial Officer), as of the end of the period covered by this report, the Company’s Chief Executive
Officer and Chief Financial Officer concluded that the Company’s disclosure controls and procedures (as defined in Rules
13a-15(¢e) and 15d-15(e) under the Securities Exchange Act of 1934, as amended, (the “Exchange Act”)) were effective to
provide reasonable assurance that information required to be disclosed by the Company in reports that the Company files or
submits under the Exchange Act is recorded, processed, summarized and reported within the time periods specified in
Securities and Exchange Commission (“SEC”) rules and forms and that such information is accumulated and communicated
to the Company’s management, including the Chief Executive Officer and Chief Financial Officer, to allow timely decisions
regarding required disclosures. Consistent with the suggestion of the SEC, the Company has formed a Disclosure Committee
consisting of key Company personnel designed to review the accuracy and completeness of all disclosures made by the
Company.

Management’s Report on Internal Control Over Financial Reporting

Management is responsible for establishing and maintaining adequate internal control over financial reporting for
Family Dollar Stores. Internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparation of financial statements for external purposes in accordance
with generally accepted accounting principles. Internal control over financial reporting includes those policies and
procedures that: (i) pertain to the maintenance of records that in reasonable detail accurately and fairly reflect the transactions
and dispositions of the assets of the company; (ii) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and
expenditures of the company are being made only in accordance with authorizations of management and directors of the
company; and (iii) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use, or
disposition of the company’s assets that could have a material effect on the financial statements.
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Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements.
Also, projections of any evaluation of effectiveness to future periods are subject to the risk that controls may become
inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may
deteriorate.

Management (with the participation of the principal executive officer and principal financial officer) conducted an
evaluation of the effectiveness of the Company’s internal control over financial reporting based on the framework in /nternal
Control — Integrated Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission
(COSO0). Based on this evaluation, management concluded that the Company’s internal control over financial reporting was
effective as of August 27, 200S. ‘

Management’s assessment of the effectiveness of the Company’s internal control over financial reporting as of
August 27, 2005, has been audited by PricewaterhouseCoopers LLP, an independent registered public accounting firm, as
stated in their attestation report which is included under Item 8.
Attestation Report of the Registered Public Accounting Firm
Included in Item 8.
Changes in Internal Control over Financial Reporting

There were no changes in the Company’s internal control over financial reporting during the Company’s fourth

fiscal quarter that have materially affected, or are reasonably likely to materially affect, the Company’s internal control over
financial reporting.

ITEM 9B. OTHER INFORMATION

None

PART III
ITEM 10. DIRECTORS AND EXECUTIVE OFFICERS OF THE REGISTRANT

The information required by this item as to the Company’s directors, director nominees, audit committee financial
expert, audit committee, and procedures for stockholders to recommend director nominees will be included in the Company’s
proxy statement to be filed for the Annual Meeting of Stockholders to be held on January 19, 2006, under the captions
“Election of Directors” and “Corporate Governance Matters and Committees of the Board of Directors” and is incorporated
by reference herein. The information required by this item as to compliance by the Company’s directors, executive officers
and certain beneficial owners of the Company’s Common Stock with Section 16(a) of the Securities Exchange Act of 1934
also will be included in said proxy statement under the caption “Section 16(a) Beneficial Ownership Reporting Compliance”
and also is incorporated herein by reference. The information required by this item as to executive officers is included in Part
I, Item 1 of this Report and also is incorporated herein by reference.

The Company has adopted: (i) a Code of Ethics that applies to the Chief Executive Officer and senior financial
officers, including the Chief Financial Officer, the principal accounting officer and the controller; (ii) a Code of Business
Conduct that governs the actions of all Company employees, including officers; and (iii) a Board of Directors Code of
Business Conduct applicable to all directors (collectively the “Codes of Conduct™). The Codes of Conduct are posted within
the Investors section of the Company’s Internet Website at www.familydollar.com. The Company will provide a copy of the
Codes of Conduct to any stockholder upon request. Any amendments to and/or any waiver from a provision of any of the
Codes of Conduct granted to any director, executive officer or any senior financial officer, must be approved by the Board of
Directors and will be disclosed on the Company’s Internet Website within three business days following the amendment or
waiver. The information contained on or connected to the Company’s Internet Website is not incorporated by reference into
this Form 10-K and should not be considered part of this or any other report that the Company files with or furnishes to the
Securities and Exchange Commission.
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ITEM 11. EXECUTIVE COMPENSATION

The information required by this item will be included in the Company’s proxy statement to be filed for the Annual
Meeting of Stockholders to be held on January 19, 2006, under the captions “Executive Compensation” and “Compensation
of Directors” and is incorporated herein by reference.

ITEM 12. SECURITY OWNERSHIP OF CERTAIN BENEFICIAL OWNERS AND MANAGEMENT AND
RELATED STOCKHOLDER MATTERS

The information required by this item as to security ownership by certain beneficial owners and management
will be included in the Company’s proxy statement to be filed for the Annual Meeting of Stockholders to be held on
January 19, 2006, under the caption “Ownership of the Company’s Securities” and is incorporated herein by reference. The
information required by this item as to securities authorized for issuance under equity compensation plans also will be
included in said proxy statement under the caption “Equity Compensation Plan Information™ and also is incorporated herein
by reference.

ITEM 13. CERTAIN RELATIONSHIPS AND RELATED TRANSACTIONS
The information required by this item will be included in the Company’s proxy statement to be filed for the Annual

Meeting of Stockholders to be held on January 19, 2006, under the caption “Related Transactions” and is incorporated herein
by reference.

ITEM 14. PRINCIPAL ACCOUNTANT FEES AND SERVICES

The information required by this item will be included in the Company’s proxy statement to be filed for the Annual
Meeting of Stockholders to be held on January 19, 2006, under the caption “Independent Registered Public Accounting
Firm’s Fees and Services” and is incorporated herein by reference.

PART IV
ITEM 15. EXHIBITS. FINANCIAL STATEMENT SCHEDULES AND REPORTS ON FORM 10-K
(a) Documents filed as part of this report:

1. Consolidated Financial Statements (See Item 8):

2. All schedules for which provision is made in the applicable accounting regulations of the Securities and
Exchange Commission are not required under the related instructions, are inapplicable or the
information is included in the Consolidated Financial Statements, and therefore, have been omitted.
The Financial Statements of Family Dollar Stores, Inc., (Parent Company) are omitted because the
registrant is primarily a holding company and all subsidiaries included in the consolidated financial
statements being filed, in the aggregate, do not have minority equity and/or indebtedness to any person
other than the registrant or its consolidated subsidiaries in amounts which together exceed 5 percent of
the total assets as shown by the most recent year-end consolidated balance sheet.

3. The Exhibits listed below in item (b).

(b) The accompanying Index to Exhibits is incorporated herein by reference.
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Date  November 2, 2005

Signature

SIGNATURES

FAMILY DOLLAR STORES, INC.
(Registrant)

By /s/ Howard R. Levine
Howard R. Levine
Chairman of the Board
(Chief Executive Officer)

Title

Pursuant to the requirements of Section 13 or 15(d) of the Securities Exchange Act of 1934, the registrant has duly caused
this report to be signed on its behalf by the undersigned, thereunto duly authorized.

Pursuant to the requirements of the Securities Exchange Act of 1934, this report has been signed by the following persons on
behalf of the registrant and in the capacities and on the date indicated.

Date

/s/ Howard R. Levine

Howard R. Levine

/s/ R. James Kelly

R. James Kelly

/s/ C. Martin Sowers

C. Martin Sowers

/s/ Mark R. Bernstein

Mark R. Bernstein

/s/ Sharon Allred Decker

Sharon Allred Decker

/s/ Edward C. Dolby

Edward C. Dolby

/s/ Glenn A. Eisenberg

Glenn A. Eisenberg

/s/ George R. Mahoney, Jr.

George R. Mahoney, Jr.

/s/ James G. Martin

James G. Martin

Chairman of the Board, Chief
Executive Officer and Director
(Principal Executive Officer)
Vice Chairman and Chief
Financial Officer

(Principal Financial Officer)
Senior Vice President-
Finance (Principal

Accounting Officer)

Director

Director

Director

Director

Director

Director
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EXHIBIT INDEX

Exhibits incorporated by reference:

3.1.1

3.12
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4.1

10.1

10.2

10.3

10.4

10.5

10.6

Certificate of Incorporation, dated November 24, 1969, (filed as Exhibit 3(a) to the Company’s
Registration Statement on Form S-1, No. 2-35468)

Certificate of Amendment, dated February 2, 1972, of Certificate of Incorporation (filed as Exhibit
3(a)(i1) to the Company’s Form 10-K for the year ended August 31, 1980)

Certificate of Amendment, dated January 23, 1979, of Certificate of Incorporation (filed as Exhibit 2
to the Company’s Form 10-Q for the quarter ended February 28, 1979)

Certificate of Amendment, dated January 20, 1983, of Certificate of Incorporation (filed as Exhibit
4(1v) to the Company’s Registration Statement on Form S-3, No. 2-85343)

Certificate of Amendment, dated January 16, 1986, of Certificate of Incorporation (filed as Exhibit
3(a)(v) to the Company’s Form 10-K for the year ended August 31, 1986)

Certificate of Amendment, dated January 15, 1987, of Certificate of Incorporation (filed as Exhibit
3(a)(vi) to the Company’s Form 10-K for the year ended August 31, 1987)

Certificate of Amendment, dated January 15, 1998, of Certificate of Incorporation (filed as Exhibit
3.1 to the Company’s Registration Statement on Form S-&, No. 333-48751)

Certificate of Amendment, dated January 17, 2002, of Certificate of Incorporation filed as Exhibit
3(i) to the Company’s Form 10-Q for the quarter ended March 2, 2002)

Bylaws, as amended on August 17, 2004 (filed as Exhibit 3(ii) to the Company Form 10-K filing for
the fiscal year ended August 28, 2004)

Sections FOURTH, SIXTH and SEVENTH of the Company’s Certificate of Incorporation and all
Amendments thereto (included as Exhibits 3.1.1 — 3.1.8) and Articles II, VII, VIII, XII and XIV of
the Company’s Bylaws (included as Exhibit 3.2)

Family Dollar Employee Savings and Retirement Plan and Trust, amended and restated as of January
1, 2002 (filed as Exhibit 10 (iii) to the Company’s Form 10-Q for the quarter ended March 2, 2002)

Amended and Restated Credit Agreement, dated as of May 31, 2001, between the Company and
Family Dollar, Inc., as Borrower, and Bank of America, N.A. (filed as Exhibit 10 to the Company’s
Form 10-Q for the quarter ended June 2, 2001)

Amendment dated as of May 29, 2003, between the Company and Family Dollar, Inc., as Borrower,
and Bank of America, N.A., amending the Amended and Restated Credit Agreement dated as of May
31, 2001 (filed as Exhibit 10(i) to the Company’s Form 10-Q for the quarter ended May 31, 2003)

Second Amendment dated as of May 27, 2004, between the Company and Family Dollar, Inc., as
Borrower, and Bank of America, N.A., amending the Amended and Restated Credit Agreement
dated as of May 31, 2001 (filed as Exhibit 10(a) to the Company’s Report on Form 8-K filed
May 27, 2004)

Credit Agreement, dated as of August 7, 2001, between the Company and Family Dollar, Inc., as
Borrower, and First Union National Bank (filed as Exhibit 10(i) to the Company’s Form 10-K for the
year ended September 1, 2001)

First Amendment dated as of May 29, 2003, between the Company and Family Dollar, Inc., as
Borrower, and Wachovia Bank, N.A., amending the Credit Agreement dated as of August 7, 2001
(filed as Exhibit 10(ii) to the Company’s Form 10-Q for the quarter ended May 31, 2003)
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10.7 Second Amendment dated as of May 27, 2004, between the Company and Family Dollar, Inc., as
Borrower, and Wachovia Bank, N.A., amending the Credit Agreement dated as of August 7, 2001
(filed as Exhibit 10(b) to the Company’s Report on Form 8-K filed May 27, 2004.)

10.8 Third Amendment to Amended and Restated Credit Agreement between the Company and Family
Dollar, Inc., as Borrower, and Bank of America, N.A., dated as of May 16, 2005 (filed as Exhibit
10(a) to the Company’s Report on Form 8-K filed May 17, 2005)

10.9 Third Amendment to Credit Agreement between the Company and Family Dollar, Inc., as Borrower,
and Wachovia Bank, National Association, dated as of May 16, 2005 (filed as Exhibit 10(b) to the
Company’s Report on Form 8-K filed May 17, 2005)

10.10 Amendment dated August 29, 2004, to the Employment Agreement dated August 25, 2000, as
amended, between the Company and R. David Alexander, Jr. (filed as Exhibit 10(iv) to the
Company’s Form 10-K for the year ended August 28, 2004)

10.11 Retirement Agreement dated September 30, 2002, between the Company and Leon Levine (filed as
Exhibit 10 to the Company’s Report on Form 8-K filed October 2, 2002)

10.12 Family Dollar 2000 Outside Directors Plan, as amended as of November 5, 2003 (filed as Exhibit
10(iv) to the Company’s Form 10-K for the year ended August 30, 2003)

10.13 Enhanced Overnight Share Repurchase Agreement dated October 3, 2005, between Family Dollar
Stores, Inc., and Bank of America, N.A. (filed as Exhibit 10 to the Company’s Report on Form 8-K
filed October 4, 2005)

10.14 Employment Agreement dated August 18, 2005, between the Company and Howard R. Levine (filed
as Exhibit 10.2 to the Company’s Report on Form 8-K filed August 24, 2005)

10.15 Employment Agreement dated August 18, 2005, between the Company and R. James Kelly (filed as
Exhibit 10.3 to the Company’s Report on Form 8-K filed August 24, 2005)

10.16 Incentive Profit Sharing Plan, amended as of January 17, 2002 (filed as Exhibit 10(i) to the
Company’s Form 10-K for the year ended August 28, 2004)

10.17 Medical Expense Reimbursement Plan amended as of November 2, 2004 (filed as Exhibit 10(v) to
the Company’s Form 10-K for the year ended August 28, 2004)

10.18 Family Dollar Stores, Inc., 1989 Non-Qualified Stock Option Plan, amended as of August 17, 2004
(filed as Exhibit 10(i) to the Company’s Report on Form §-K filed January 21, 2005)

10.19 Resolution of the Board of Directors of Family Dollar Stores, Inc., adopted January 20, 2005,
regarding compensation of the Directors (filed as Exhibit 10.2 to the Company’s Report on Form 8-K
filed January 21, 2005)

10.20 Resolution of the Board of Directors of Family Dollar Stores, Inc., adopted August 18, 2005,
regarding compensation of the Company’s Lead Director (filed as Exhibit 10.1 to the Company’s !
Report on Form 8-K filed August 24, 2005)

10.21 2006 Incentive Plan Guidelines for Long Term Incentive Performance Share Rights Awards (filed as
Exhibit 10.1 to the Company’s Report on Form 8-K filed September 29, 2005)

10.22 Form of Performance Share Rights Award Certificate Awards (filed as Exhibit 10.2 to the
Company’s Report on Form 8-K filed September 29, 2005)

10.23 Letter Agreement dated August 2, 2005, by and between Family Dollar Stores, Inc., and R. David
Alexander, Jr. (filed as Exhibit 10 to the Company’s Report on Form 8-K filed August 5, 2005
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14 Code of Ethics for Chief Executive and Senior Financial Officers (filed as Exhibit 14 to the

Company’s Form 10-K for the year ended August 30, 2003)
Exhibits filed herewith:

4.2 Form of certificate representing shares of the Company’s Common Stock

10.24 Note Purchase Agreement dated as of September 27, 2005, between Family Dollar Stores, Inc., Family
Dollar, Inc., and the various purchasers named therein, relating to $169,000,000 5.41% Series 2005-A
Senior Notes, Tranche A, due September 27, 2013; and, $81,000,000 5.24% Series 2005-A Senior Notes,
Tranche B, due September 27, 2015

10.25 Summary of Family Dollar Stores, Inc., Executive Supplemental Disability Income Plan

10.26 Family Dollar Stores, Inc., Executive Life Plan

10.27 Relocation Policy applicable to executive officers of the Company

10.28 Letter agreement between the Company and [rving Neger dated July 21, 2000

10.29 Separation agreement between the Company and Irving Neger dated Novemer 1, 2005

10.30 Summary of compensation arrangements of the Company’s named executive officers

10.31 Letter agreement between the Company and Robert A. George dated July 19, 2005

10.32 Employment Agreement dated November 4, 2005, between the Company and Charles S. Gibson, Jr.

10.33 Amended and Restated Family Dollar Compensation Deferral Plan

2] Subsidiaries of the Company

23 Consent dated November 7, 2005, of PricewaterhouseCoopers LLP, independent registered public
accounting firm

31.1 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of Chief Executive Officer

31.2 Certification pursuant to Section 302 of the Sarbanes-Oxley Act of Chief Financial Officer

321 Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 of Chief Executive Officer

322 Certification pursuant to Section 906 of the Sarbanes-Oxley Act of 2002 of Chief Financial Officer

*

Exhibit represents a management contract or compensatory plan
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Exhibit 21

FAMILY DOLLAR STORES, INC.
Listing of Active Corporations and other Entities

Entity State of Incorporation/ Organization
Family Dollar Stores, Inc. Delaware
Family Dollar, Inc. North Carolina
Family Dollar Holdings, Inc. North Carolina
Family Dollar Services, Inc. North Carolina
Family Dollar Operations, Inc. North Carolina
Family Dollar Trucking, Inc. North Carolina
Family Dollar Merchandising, L.P. Delaware
Family Dollar Distribution, L.P. Texas
Family Dollar Stores of Alabama, Inc. Alabama
Family Dollar Stores of Arkansas, Inc. Arkansas
Family Dollar Stores of Colorado, Inc. Colorado
Family Dollar Stores of Connecticut, Inc. Connecticut
Family Dollar Stores of Delaware, Inc. Delaware
Family Dollar Stores of D.C., Inc. District of Columbia
Family Dollar Stores of Florida, Inc. Florida
Family Dollar Stores of Georgia, Inc. Georgia
Family Dollar Stores of Indiana, L.P. Indiana
Family Dollar Stores of lowa, Inc. Towa
Family Dollar Stores of Kentucky, Ltd. Kentucky
Family Dollar Stores of Louisiana, Inc. Louisiana
Family Dollar Stores of Maryland, Inc. Maryland
Family Dollar Stores of Massachusetts, Inc. Massachusetts
Family Dollar Stores of Michigan, Inc. Michigan
Family Dollar Stores of Mississippi, Inc. Mississippi
Family Dollar Stores of Missouri, Inc. Missouri
Family Dollar Stores of New Jersey, Inc. New Jersey
Family Dollar Stores of New Mexico, Inc. New Mexico
Family Dollar Stores of New York, Inc. New York
Family Dollar Stores of North Carolina, Inc. North Carolina
Family Dollar Stores of Ohio, Inc. Ohio
Family Dollar Stores of Oklahoma, Inc. Oklahoma
Family Dollar Stores of Pennsylvania, Inc. Pennsylvania
Family Dollar Stores of Rhode Island, Inc. Rhode Isiand
Family Dollar Stores of South Carolina, Inc. South Carolina
Family Dollar Stores of South Dakota, Inc. South Dakota
Family Dollar Stores of Tennessee, Inc. Tennessee
Family Dollar Stores of Texas, L.P. Texas
Family Dollar Stores of Vermont, Inc. Vermont
Family Dollar Stores of Virginia, Inc. Virginia
Family Dollar Stores of West Virginia, Inc. West Virginia
Family Dollar Stores of Wisconsin, Inc. Wisconsin
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Exhibit 23
CONSENT OF INDEPENDENT REGISTERED PUBLIC ACCOUNTING FIRM

We hereby consent to the incorporation by reference in the Registration Statements on Form S-8 (File Number 333-122201
and File Number 333-105005) of Family Dollar Stores, Inc., of our report dated November 2, 20035, relating to the financial
statements, management’s assessment of the effectiveness of internal control over financial reporting and the effectiveness of
internal control over financial reporting, which appears in the Annual Report to Shareholders, which is incorporated in this
Annual Report on Form 10 K.

PricewaterhouseCoopers LLP
Charlotte, North Carolina
November 7, 2005
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Exhibit 31.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO RULES 13a-14(a) AND 15d-14(a)
UNDER THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, Howard R. Levine, certify that:

1.

2.

I have reviewed this annual report on Form 10-K of Family Dollar Stores, Inc.;

Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, results of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(¢)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and procedures or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared,;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

(¢ Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(@ Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting.

The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: November 7, 2005
/s/ Howard R. Levine

Howard R. Levine
Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)
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Exhibit 31.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO RULES 13a-14(a) AND 15d-14(a)
UNDER THE SECURITIES EXCHANGE ACT OF 1934,
AS ADOPTED PURSUANT TO SECTION 302
OF THE SARBANES-OXLEY ACT OF 2002

I, R. James Kelly, certify that:
1. I have reviewed this annual report on Form 10-K of Family Dollar Stores, Inc.;

2. Based on my knowledge, this report does not contain any untrue statement of a material fact or omit to state a
material fact necessary to make the statements made, in light of the circumstances under which such statements were
made, not misleading with respect to the period covered by this report;

3. Based on my knowledge, the financial statements, and other financial information included in this report, fairly
present in all material respects the financial condition, resuits of operations and cash flows of the registrant as of,
and for, the periods presented in this report;

4, The registrant’s other certifying officer(s) and I are responsible for establishing and maintaining disclosure controls
and procedures (as defined in Exchange Act Rules 13a-15(e) and 15d-15(e)) and internal control over financial
reporting (as defined in Exchange Act Rules 13a-15(f) and 15d-15(f) for the registrant and have:

(a) Designed such disclosure controls and procedures or caused such disclosure controls and procedures to be
designed under our supervision, to ensure that material information relating to the registrant, including its
consolidated subsidiaries, is made known to us by others within those entities, particularly during the period
in which this report is being prepared;

(b) Designed such internal control over financial reporting, or caused such internal control over financial
reporting to be designed under our supervision, to provide reasonable assurance regarding the reliability of
financial reporting and the preparation of financial statements for external purposes in accordance with
generally accepted accounting principles;

() Evaluated the effectiveness of the registrant’s disclosure controls and procedures and presented in this
report our conclusions about the effectiveness of the disclosure controls and procedures, as of the end of the
period covered by this report based on such evaluation; and

(d Disclosed in this report any change in the registrant’s internal control over financial reporting that occurred
during the registrant’s most recent fiscal quarter (the registrant’s fourth fiscal quarter in the case of an
annual report) that has materially affected, or is reasonably likely to materially affect, the registrant’s
internal control over financial reporting.

5. The registrant’s other certifying officer(s) and I have disclosed, based on our most recent evaluation of internal
control over financial reporting, to the registrant’s auditors and the audit committee of the registrant’s board of
directors (or persons performing the equivalent functions):

(a) All significant deficiencies and material weaknesses in the design or operation of internal control over
financial reporting which are reasonably likely to adversely affect the registrant’s ability to record, process,
summarize and report financial information; and

(b) Any fraud, whether or not material, that involves management or other employees who have a significant
role in the registrant’s internal control over financial reporting.

Date: November 7, 2005

/s/ R. James Kelly
R. James Kelly
Vice Chairman and Chief Financial Officer
(Principal Financial Officer)
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Exhibi¢ 32.1

CERTIFICATION OF PRINCIPAL EXECUTIVE OFFICER
PURSUANT TO 18 U.S.C. SECTION 1350,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, Howard R. Levine, Chairman of the Board and Chief Executive Officer of Family Dollar Stores, Inc., (the
“Company”), do hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-
Oxley Act of 2002, that, to my knowledge:

* the Annual Report on Form 10-K of the Company for the year ended August 27, 2005, as filed with the Securities
and Exchange Commission (the “Report™), fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

* the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 7, 2005

/s/ Howard R. Levine
Howard R. Levine
Chairman of the Board and Chief Executive Officer
(Principal Executive Officer)

A signed original of this written statement required by Section 906 has been provided to Family Dollar Stores, Inc., and will
be retained by Family Dollar Stores, Inc., and furnished to the Securities and Exchange Commission or its staff upon request.
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Exhibit 32.2

CERTIFICATION OF PRINCIPAL FINANCIAL OFFICER
PURSUANT TO 18 U.S.C. SECTION 13540,
AS ADOPTED PURSUANT TO SECTION 906
OF THE SARBANES-OXLEY ACT OF 2002

I, R. James Kelly, Vice Chairman and Chief Financial Officer of Family Dollar Stores, Inc., (the “Company™), do
hereby certify, pursuant to 18 U.S.C. Section 1350, as adopted pursuant to Section 906 of the Sarbanes-Oxley Act of 2002,
that, to my knowledge:

*  the Annual Report on Form 10-K of the Company for the year ended August 27, 2005, as filed with the Securities
and Exchange Commission (the “Report™), fully complies with the requirements of Section 13(a) or 15(d) of the
Securities Exchange Act of 1934; and

* the information contained in the Report fairly presents, in all material respects, the financial condition and results of
operations of the Company.

Date: November 7, 2005

/s/ R. James Kelly
R. James Kelly
Vice Chairman and Chief Financial Officer
(Principal Financial Officer)

A signed original of this written statement required by Section 906 has been provided to Family Dollar Stores, Inc., and will
be retained by Family Dollar Stores, Inc., and furnished to the Securities and Exchange Commission or its staff upon request.
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